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WEDNESDAY, MARCH 25, 1953 


House or REPRESENTATIVES, 
" ComMMITTEE ON Ways AND MEANS, 
Washington, DP. ¢ 

The committee met, pursuant to call, at 10 a. m., in room 1102, House 
Office Building, Hon. Daniel R. Reed, chairman, presiding. 

The Cu AIRMAN. The committee will come to order. please. 

This meeting 1s for the purpose ot beoimning pp ibhie hear ngs oO 
H. R. 1417, introduced by Mr. Simpson of Pennsylvania. The hear 
ings have been scheduled at the direction of the committee. H. R. 
1417 amends section 2000 (c) (2) relating to the excise tax on cigar 
ettes. Without objection L will have a Copy of the bill inserted in the 
record at this point. 

(H. R. 1417 is as follows :) 


[H. R. 1417, 83d Cong., 1st sess 


A BILL To amend section 2000 (c) (2) of the Internal Revenue Code with respe 
tax on cigarettes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That so much of section 2000 (ec) of the In 
ternal Revenue Code as follows paragraph (1) is amended to read as follows 

“(2) CIGARETTES WEIGHING NOT MORE THAN THREE POUNDS PER THOUSAND 
On cigarettes made of tobacco, or any substitute therefor, and weighing not 
more than three pounds per thousand 

“(A) until April 1, 1954, (i) if manufactured or imported to retail 
at a rate of not more than 13 cents per twenty cigarettes, $2.90 per 
thousand, and (ii) if manufactured or imported to retail at a rate of 
more than 13 cents per twenty cigarettes, $4 per thousand ; 

“(B) on and after April 1, 1954, (i) if manufactured or imported to 
retail at a rate of not more than 12 cents per twenty cigarettes, $2.45 
per thousand, and (ii) if manufactured or imported to retail at a rate 

- of more than 12 cents per twenty cigarettes, $3.50 per thousand 
“Whenever in this paragraph reference is made to cigarettes manufactured 
or imported to retail at a rate of not more than a certain price per twenty 
cigarettes then in determining the tax to be paid regard shall be had to the 
ordinary retail price of twenty cigarettes in their principal market, ex 
@ clusive of State and local taxes 
(3) CIGARETTES WEIGHING MORE THAN THREE POUNDS PER THOUSAND.—On 
cigarettes made of tobacco, or any substitute therefor, and weighing more 
than three pounds per thousand, $8.40 per thousand; except that if more than 
six and one-half inches in length they shall be taxable at the rate provided in 
paragraph (2), counting each two and three-fourths inches (or fraction 
thereof) of the length of each as one cigarette 

“The tax imposed by this subsection shall be in addition to any import duties 
imposed upon imported cigars and cigarettes.” 

Sec. 2. The amendment made by the first section of this Act shall take 
effect on the thirty-first day after the day on which this Act is enacted 
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The Cuarman. This is the first time we have had the opportunity 


to have one of the new officials of the Department of the Treasury 
appear before the committee. It is with pleasure, therefore, that 
we welcome Hon. Marion B. Folsom, Under Secretary of the Treas- 
ury, who will appear as the first witness, and will present to the com- 


mittee the Treasury’s views on the proposed legislation. 

Mr. Folsom, if you will give your full name and official title, and 
whom you represent to the stenographer we will then proceed with 
your statement. We are happy to have you here. 


STATEMENT OF HON. MARION B. FOLSOM, UNDER SECRETARY 
OF THE TREASURY 


Mr. Forsom. Thank you, Mr. Chairman. My name is Marion B. 
Folsom, Under Secretary of the Treasury. I am appearing to pre- 
sent the Treasury’s point of view on this proposed legislation. 

Mr. Chairman, ordinarily we would submit this report which I 
have by letter to you, but since this is the first public hearing of your 
committee since I have been in office, I wanted to take advantage of 
this opportunity to appear in person. I have had the pleasure of 
appearing before this committee a number of times in the past in a 
somewhat different status, on social-security matters, and also as work- 
ing staff director of the Postwar Planning Committee in the 78th 
and 79th Congresses. I am very happy to have this opportunity of 
appearing in my present status. 

I will read you the letter which we sent to you yesterday. 

Further reference is made to the request of your committee for 
the views and recommendations of this Department on H. R. 1417 
and H. R. 1221, these being identical bills to amend section 2000 (c) 
(2) of the Internal Revenue Code insofar as it relates to the tax on 
cigarettes weighing not more than 3 pounds per thousand. 

U nder section 2000 2) (2) of the Internal Revenue Code, cigarettes 
weighing not more than 3 pounds per thousand are subject to a tax of 
$4 per thousand until Acer 1, 1954, at which time the rate is sched- 
uled to be reduced to $3.50. 

Until April 1, 1954, those bills would reduce the present rate on 
such cigarettes from $4 to $2.90 per thousand if manufactured or im- 
ported to retail at not more than 13 cents per package of 20 cigarettes, 
exclusive of State and local taxes. On and after April 1, 1954, the 
rate would be reduced from $3.50 to $2.45 if the cigarettes are manu- 
factured or imported to retail at not more than 12 cents per package, 
exclusive of State and local taxes. 

The present law rates of $4 per thousand until April 1, 1954, and 
$3.50 per thousand thereafter would be continued for cigarettes manu- 
factured or imported to retail at more than 13 cents per package 
prior to April 1, 1954, and at more than 12 cents thereafter. 

The bills would have the effect of establishing 2 rates of tax on 
cigarettes weighing not more than 3 pounds per thousand, the rate 
imposed depending upon whether the ordinary retail price, exclusive 
of State and local taxes, is 13 cents or less per package (12 cents on 
and after April 1, 1954), or in excess of this amount. The so-called 
standard brands would continue to be subject to rates provided for by 
existing law while reduced rates would be established for the so-called 
economy brands. 
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Excise taxes related to the selling price of the taxed items are in 


widespread use in the Federal excise system. Under such taxes the 
final price to the consumer is closely related to variations in manufae 
turers’ or retailers’ selling price . On the other hand, a flat tax per 
unit has the effect of minimizing differences in prices. For example, 


with the present rate of 8 cents per package of cigarettes, manufa 
turers of standard brands receive, exclusive of tax, about 8 cents a 
package for their product while the manufacturers of so-called econ 
omy brands receive between 414 and 5 cents a package. Hence, the 
price, exclusive of tax, received by manufacturers of standard brands 
is more than 50 percent greater than the price received by manufac 
turers of economy brands. However, the manufacturers’ selling price 
of the standard brands, including the excise tax, is less than 30 percent 
higher than that of the economy brands. 

The proposed re vision in the method of taxing cigarettes, therefore, 
could * justified in principle. Moreover, no serious problems of 
administration or enforcement are anticipated in connection with the 
use of the proposed two-bracket tax on cigarettes. 

However, the bills would involve a loss of revenue. The amount of 
the loss is uncertain because of the indeterminate effect of an increased 
price differential upon the relative sales of the economy and standard 
brands. During the 1930's sales of the economy brand cigarettes re- 
sponded to changes in the price spread and reached an annual peak 
of nearly 15 percent of the total market with a spread of less than 4 
cents. The difference between the economic conditions of the 1930's 
and those of today is so great that the experience of that period cannot 
be used as the basis for a firm estimate of the results which the enact- 
ment of these bills would produce at the present time. However, the 

record of the 1930’s indicates that there is probably some price spread 
at which the economy brands will pick up a significant portion of the 
total market. 

A 3-cent price differential has now been in effect for some years, and 
the sales of economy brands are currently less than 1 percent of all 

cigarettes sold in this country. The suggested tax reduction would 
permit the economy brands to be sold at 5 to 6 cents a package less than 
the standard brands. With a differential of this size, a significant por- 
tion of the cigarette market might be absorbed by the economy brands, 
but it is not possible to forecast the results with accuracy. 

For this reason the revenue loss from the enactment of these bills 
is presented on the basis of three different assumptions as to the per- 
centage of the total market which would be absorbed by the economy 
brands: 


Percent of the market gained by economy brand cigarettes 
Estimated 
decrease 
in revenue 
( Millions 
of dollars) 


DF DOR ditiainnsntinncwased sia etnekvanipicstate eda telaischicitn taint $17 
BO Pereeei2.25s55 sa sin ena a ne a ka emetic cach aoe nen emaninreiociigna pone ecapii ated 35 
1D POPC ic se rnieccccue ccna atl wrulinisdlininsasiebaighdine dan lpdlicmcaicicaitaaed 52 


These estimates represent the revenue effect of the propos wa bills in 
full year of operation. They are based on an estimate of cigarette 
consumption in the fiscal year 1954 and assume that the increased 
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market for economy brands will come almost entirely from users of 
standard brand cigarettes. It is not believed that the enactment of the 
bills would lead to any appreciable shift from the use of smoking and 
chewing tobacco to economy brand cigarettes or to any substantial 
increase in total cigarette consumption. 

These estimates do not take into account the reduction in the income 
tax liabilities of the cigarette industry which might result from a 
competitive response to the threat of an absorption of a substantial 
portion of the market by the economy brands. This income tax loss 
could be substantial. 

In view of the need to safeguard the revenue at this time, it would 
be unwise to assume that, with the proposed tax rate differential, the 
sales of the economy brand cigarettes would represent less than 10 
percent of the total market. Hence, the revenue loss resulting from the 
bill should be taken to be not less than $35 million a year from the 
excise tax alone 

Though there is no objection to the bills in principle, the Treasury 


Department cannot endorse the bills as now drafted because of the 
pos ble revenue loss. The Department would have no objection to 
Incorporating in the law a differential cigarette tax which would not 
Invoivea loss ¢ { revenue. For this purpose, an increase of 10 cents per 
thousand in the rates proposed in the bills for both standard and 


economy brands would be sufficient under the assumption that 10 
percent of the market would be absorbed by the economy brands. If 
the shift should, in fact, prove to be much larger, the revenue loss 
would be increased correspondingly. Under such circumstances, the 
Treasury Department would recommend an immediate increase in the 
rates imposed on both categories of cigarettes in order to maintain the 
aggregate revenue obtained from the cigarette tax. 

Among the more general aspects of a differential tax, the possible 
effect upon the growers of leaf tobacco has in the past received a great 
deal of attention. The Treasury Department does not presume to 
evaluate this particular aspect of the problem. With respect to this 
issue, your committee will undoubtedly want to obtain the opinions 
of agricultural experts. 

If your committee should decide to consider the bills favorably, 
there are certain technical changes which the Treasury Department 
would like to suggest. The services of its personnel are, of course, 
available to the committee. 

The Director, Bureau of the Budget, has advised the Treasury De- 
partment that there is no objection to the presentation of this report. 

The CHarman. We certainly thank you for your appearance. Are 
there any questions? 

Mr. Jenkins. Mr. Chairman. 

The Cuatrman. Mr. Jenkins will inquire. 

Mr. Jenkins. L appreciate that the gentleman has brought us a very 
concise statement, but it is very complicated, because of all of its 
figures. In view of that fact, Iam going to ask leave that I may have 
permission to examine the Secretary after I have had time to digest 
what he has read to us. 

The CHarrMan. Very well. 

Mr. Coorer. Mr. Chairman. 

The Cuamman. Mr. Cooper. 
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Mr. Coorrer. Mr. Folsom, I would Ifke to inquire briefly for informa- 
tion, you are here representing the Treasury Department on this pend- 
ing legislation. 

Mr. Fousom. Yes, sir. 

Mr. Cooper. There is no doubt that enactment of this bill would 
involve a loss of revenue / 

Mr. Foutsom. Yes, sir. 

- Cooper. And of course the estimate of the amount of loss of 
revenue would have to be based on certain assumptions. 

Mr. Fou SOM. Yes, sl 

Mr. Coorer. With an ct to the change from one type of « ivgarettes 
to another by the smoking pub ‘lie. 

Mr. Fotsom. That is true. 

Mr. Coorer. At the bottom of page 2 of your statement, you present 
a table there showing the estimates of the loss of revenue based on 
three assumptions. One is that 5 percent would involve the loss of 
revenue of $17 million, 10 percent a loss of 885 million and 15 percent 
a loss of $52 million. Why did you stop at 15 percent ? 

Mr. Foutsom. It was the judgment of the estimators that it is un- 
likely that there would be more than a 15 percent shift. The fact is 
that their best judgment was that there would probably be not more 
than a 10 percent shift. If you make it 20 percent, the loss would be 
+69 million instead of $52 million. 

Mr. Coorrr. $69 million if it should be 20 percent ? 

Mr. Fotsom. Of course, as you know, it is extremely difficult to 
make any accurate estimates on a matter of this sort. 

Mr. Cooper. What would your estimate be if the shift should be 25 
percent 4 

Mr. Foitsom. We figure it is about $17 million for each 5 percent, 
so that will bring it up to about $85 million. 

Mr. Cooper. One reason I was inquiring on that point is that the 
last time this committee received a report from the Treasury Depart- 
ment on legislation of this type the Treasury Department based their 
assumption on a 25 percent shift, and estimated that there would be 
a loss of revenue of $90 million. As I recall, Mr. Stamm, Chief of 
the Staff of the Joint Committee on Internal Revenue Taxation made 
an estimate based on varying assumptions from 5 percent on up to 
25 percent, and his estimate of the loss of revenue on 25 percent 
assumption of shift was $87 million, within about $3 million of the 
amount estimated by the Treasury at that time. 

Now, your estimate on a YD) percent shift would be about $85 
million ? 

Mr. Forsom. $85 or $86 million, yes, sir. I might say that is why 
we had the different percentages, because it is impossible to estimate 
exactly what the shift would be. This is the range of probabilities. 
The people who have done the estimating seem to think it is more 
apt to be around 10 percent than otherwise, but that is an estimate. 

Mr. Cooper. I recognize that fact. However, the Treasury Depart- 
ment, when reporting on the bill last time, based their assumption 
on 25 percent. In fact, as I recall that was the only estimate that they 
gave us. They estimated that there would be a 25-percent shift, and 
on that assumption estimated a loss of revenue of $90 million. 

Mr. Fotsom. I don’t think we are in a position to make a definite 
estimate. 
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Mr. Coorrr. You state on the last page that in case the bill should 
be favorably considered there are certain technical changes that the 
Treasury would like to suggest. If it should reach that point, you 


or your associates will be prepared to discuss those technical changes 
with the committee? 


Mr. Forsom. Yes, sir. 

Mr. Coorrr. Thank you. 

The Cuarrman. Mr. Simpson will inquire. 

Mr. Simpson. Mr. Folsom, I gather from this statement that you 
are admitting you are quite indefinite about the soundness of the 
assumptions that you make by which these figures were reached 
showing the loss? 

Mr. Fousom. We are giving you three assumptions here as to what 
the loss would be. We cannot estimate exactly what the shift is 
going to be, but assuming the shift was 10 percent, the loss would be 
so much; assuming 15 percent, the loss would be so much. 

Mr. Stmpson. On page 3 you state it is not believed that the enact- 
ment of the bill would lead to any appreciable shift from the use of 
smoking and chewing tobacco to economy brand cigarettes, or to 
any substantial increase in total cigarette consumption. 

With that as a background, what is the reason that there would be 
any shift ¢ 

Mr. Forsom. The 5-cent price differential we think would cause 
a shift from the higher priced to the lower priced cigarettes. 

Mr. Stmpson. Do you believe in the theory that the tax laws should 
be so drawn as to give a preference to one section of an industry as 
against another section ? 

Mr. Fotsom. No, I think we ought to have them as equitable as 
we can. 

Mr. Srmpson. And is that the reason you say that in principle you 
would not object to this different level of taxation for a cheaper made 
cigarette ? 

Mr. Forsom. Yes. We say in principle we see no objection to 
either method as far as that goes. 

Mr. Stmpson. Why do you object to permitting the consumer to 
buy the product he wants at the price he wants to pay ? 

Mr. Fotsom. We do not object. We are simply saying that we 
do not want to lose this revenue. We need revenue so badly now 
that if we reduce the tax on one part of the tax structure, we want 
to make it up elsewhere so our total revenue will be the same as it 
has been. 

Mr. Srupson. You would do that to the extent of continuing a law 
which destroys compet ition ? 

Mr. Forsom. No, we are saying that if you are going to do this that 
you can add 10 cents per thousand on each brand. the economy and 
the standard, and that would make up the loss. 

Mr. Stupson. Are you recommending a tax increase on cigarettes? 

Mr. Forsom. We say if you make the reduction on one type, we 
want a tax-rate increase on both sufficient to maintain the revenue. 

Mr. Srupson. Would you like to have the committee do that, that 
is, pass an increase on cigarettes ? 

Mr. Forsom. We are not taking a position one way or another on 
that. 
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Mr. Srupson. But if we favored this bill, you would like to have 
us include an increase on all cigarettes? 

Mr. Fousom. That is right, in order to maintain the revenue. 

Mr. Srurson. And with that you would approve the bill ? 

Mr. Forsom. We would not disapprove it. I do not think we would 
take a stand one way or another. 

Mr. Stimpson. Of course, I think that the reason that the individual 
smoking the standard brands might want to buy the other brand is 
twofold. One is the fact that he would save money in buying them, 
and the other is that he may figure that the standard brands are 
simply too high priced and he has to stop smoking that grade of 
cigarette or as many of that grade, and consequently, he will, if there 
is another market, enter that field. 

Having reached the — where he concludes that he can not con- 
tinue smoking as many or any of = standard brands because of the 
price factor, he either the n will, so far as cigarettes are concerned, 
stop smoking them or roll his own or go into another field, either the 
chewing or smoking-tobacco field. If you do not have a cigarette at a 
retail price less than the standard, and a man reaches that conclusion, 
he will either stop, and you will lose all revenue in that field, or he 
will chew tobacco or smoke a pipe, and you will lose a substantial 
amount. 

Now, from the standpoint of the Treasury revenue, it just seems 
to me that you should have given a great deal of weight to that factor 
of the shift from standard brands down to chewing or pipe smoking 
in lieu of having a cigarette in between where he can stop. I thin 
it is the vital question before this committee with regard to price. I 
really do not understand why you say you do not recognize any ap- 
preciable shift in that area. 

Mr. Forsom. It is the best judgment of our people who considered 
different aspects of the problem, and who were in touch with the 
industry. There might be a difference of opinion. One factor that 
might very well result in a considerable loss of revenue to the Treas- 
ury because of lower corporate income taxes is the possibility of a 
competitive price war. 

Mr. Stmpson. I would like to get back once again to that question 
of the situation with respect to the tax on one segment of an industry 
being larger than it is on another segment of the same industry. Do 
you recognize that that creates an unfair competitive situation ? 

(No response.) 

Mr. Srmpson. Let me ask another way. Would you think that a 
tax would be fair it it imposed an equiv alent tax on the Ford and 
Chevrolet automobile as it does on the Cadillac or Packard ? 

Mr. Forsom. As we point out in the letter, it is quite customary to 
have the rate vary with the price. In principle I think that is a 
sounder method where there is a wide variation of prices. But either 
system is used and you could probably justify both systems under cer- 
tain conditions. So we are not taking any position, as I said before. 

Mr. Srupson. I should think that being interested in competitive 
business as you are and believing in it, | should think you would at 
the risk of a relatively small loss want to correct that inequality. It 
is wrong, and I know as well as you do, that one section of an indus- 
try have all of its competition removed through the operation of the 
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Government which is supposed to protect all and is particularly de- 
signed under our free enterprise System to encourage competition. 
I should think the Treasury, recognizing that over and above a few 
million dollars in revenue would want to preserve that. 

Mr. Fotsom. We think you can preserve it on the suggestion we 
make. We think it is important to preserve the revenue. 

Mr. Bocas. Will the gentleman from Pennsylvania yield? 

Mr. Simpson. Yes. 

Mr. Boces. Mr. Secretary, can you point up a single instance in the 
whole excise tax structure, except the cigarette structure, where there 
is a flat tax imposed? Do you know of any other case of a flat tax 
rather than a graduated tax? 

Mr. Fotsom. Distilled spirits is one; gasoline is another one. 

Mr. Boages. Do you feel that despite your favor of the graduated tax 
in principle, that an inequity in the law should be maintained to save 
revenues ¢ 

Mr. Foisom. We are not taking one stand or another. All we are 
suggesting is that if it is the opinion of the committee and the Con- 
gress that the graduated tax should be enacted, then we want you to 
make up for the loss of revenue by adding 10 cents a thousand on both 
the economy size and standard size cigarettes. 

Mr. Boggs. I yield so that Mr. Simpson may continue. 

Mr. Simpson. Mr. Folsom, as I see it, in the first place the Govern- 
ment is hurting the consumer at the retail end of this deal by denying 
the consumer the cigarette he wants at the price the manufacturer 
wants to give it to him—and would give it to him if the tax laws per- 
mitted—thereby helping the standard-brand companies, which are 
not represented here, and which I regret very much, as I have a num- 
ber of questions I would like to ask them about their methods of doing 
business and eliminating competition. 

Secondly, the consumer, and there are millions of us who use ciga- 
rettes, after having Government help to hold up the price and deny 
him the price which the manufacturer wants to give him, finds that 
his own Government has protected the producer, the farmer, if you 
please. The farmer, who grows the tobacco from which the cigarettes 
of all prices are sold, is protected to the extent of being denied the 
right of growing the amount of tobacco he wants to grow, providing 
a market for him to assure him of profit, which means higher prices 
than normal competition would give the consumer. The consumer is 
caught both with respect to the prices for the standard brands and 
the economy brands. He is in a most unenviable position, a position 
which his own Government has created against him, and the situation 
is such that irrespective of this trivial loss, and that is what it is, the 
Government should take an affirmative position giving the consumer 
an opportunity to buy what he wants at a competitive price. 

I would like to have your comment on that. 

Mr. Forsom. We are not taking a position against the graduated 
tax. The proposal we make would still mean the same competitive 
situation that your bill would have. 

Mr. Simpson. In the economic situation, you have the consumer 
forced to pay a higher price for the tobacco because of the farm pro- 
gram, and at the other end of the line find the taxes artificially im- 
posed against him, protecting the monopoly of the Big Four, who, 
while they are not here in person, are fighting this bill. 
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Mr. Forsom. I would not want to comment on the agricultural 
area, because we do not know anything about that. It is not our field. 

Mr. Stmpson. Does it not seem wrong as a matter of policy to 
protect a segment of the Government and in effect assure them the 
profit, which you and I know is at the expense of competition, and 
results in a higher price to the consumer, and does it not seem hard 
on the consumer 4 

Mr. Forsom. I do not want to comment on the support of the farm 
end of it, but as far as our estimate was concerned on this particular 
tax matter you are considering, if you feel you should have a more 
‘competitive situation—— 

Mr. Stmpson. You feel we should, and so do I. I thank you very 
much, 

Mr. Fousom. No: I say if you feel you should have a more com 
petitive situation, the suggestion we are making would take care of it. 

Mr. Srmpson. I did not mean to put words in your mouth. | 
thought you said we should have a competitive situation. 

Mr. Fonsom. We should have a competitive situation, there is no 
question about that. 

Mr. Cooprr. Mr. Chairman, nay I ask one question I overlooked ¢ 

The CHairMan. Yes. 

Mr. Coorer. Mr. Folsom, Ll would like to invite your attention to the 
last paragraph on page 1 of your statement, and 1 might say some 
other questions have been asked along that line. The first sentence 
there: 

Excise taxes related to the selling price of the taxed item are in widespread use 
in the Federal excise tax system. 

You were asked some questions here about whether a differential tax 
is imposed on certain other articles. Of course, the fact is that there 
is no differential on distilled spirits, is there / 

Mr. Fotsom. None. 

Mr. Coovrer. There is no differential on beer and malt beverages 4 

Mr. FoLsoM. No. 

Mr. Cooper. And there is no differential on manufactured tobacco ? 

Mr. FoLsomM. No. 

Mr. Coorrer. And no difference on gasoline / 

Mr. Fotsom. No, sir. 

Mr. Coorver. And no difference on lubricatin 

Mr. Fotsom. No. 

Mr. Coorrr. And no difference on tires and tubes. They have a 
flat tax imposed on them. 

Mr. Fotsom. Yes, sir. 

Mr. Coover. Just as the cigarettes do. 

Now, then, one other point. The States impose a uniform tax on cig 
arettes, do they not / 

Mr. Fotsom, They vary State by State, but I believe it is a uniform 
tax in each State. 

Mr. Cooper. There is no differential in any of the States where a 
cigarette tux is imposed ¢ 

Mr. Fotsom. None that 1 know of. 

Mr. Cooper. Now, then, in one respect, Mr. Secretary, is not this an 
innovation in the excise tax field ? 

Mr. Fotsom, No, I would not say it is an innovation, because many 
excise taxes are based on an ad valorem basis. 


roll? 
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Mr. Coorrer. On a certain percent of the selling price or the value of 
the article? 

Mr. Fousom. That is right. 

Mr. Coorer. Can you cite an instance where an excise tax is imposed 
on an article where there is a differential such as propsed by this 
bill ? 

Mr. Fousom. The tax on cigars varies according to selling price. 

Mr. Coorer. Can you think of any other? 

Mr. Forsom. | do not think of any. 

Mr. Cooper. Thank you. 

The Cuarrman. Mr. Curtis of Nebraska. 

Mr. Currts of Nebraska. Mr. Secretary, an increase of 10 cents a 
thousand in the tax on cigarettes would be 1 cent per hundred, would 
it not ¢ 

Mr. Fousom. Yes. 

Mr. Curtis of Nebraska. Or about a fifth of a cent per pack. Who 
would pay that? 

Mr. Fotsom. We do not know. In view of the fact that the cigarette 
prices ro been increased late ly, perha ips the manufacturers would 
absorb it. Whether they will pass it on or not depends on the com- 
petitive market situation at the time. 

Mr. Curtis of Nebraska. If it were passed on, the chances are they 
would have to pass on a full cent. 

Mr. Fortsom. Yes. It would depend on the conditions at the time 
whether they would want to pass it on or not. If they wanted to raise 
the price, they might do it that way, although they might pass it on 
in sanltie le package or carton sales and absorb it in the single packages. 

Mr. Curtis of Nebraska. In arriving at the figures on the loss of 
revenue, do I understand you did not take into account either a gain 
or a loss on corporate income taxes ? 

Mr. Fotsom. We could not make any estimate on that on a reliable 
basis, so it is not included. 

Mr. Curtis of Nebraska. You did not assume more profit to the 
manufacturers of economy brands or less profit to the standard 
brands? 

Mr. Fotsom. No, sir; we did not. 

Mr. Curtis of Nebraska. That is all. 

The Cuarrman. Mr. Camp, you are recognized. 

Mr. Camp. I wanted to ask you, Mr. Folsom, about something that 
was said a few moments ago by one of the members in questioning 
you that the Government guaranteed a profiit to the tobacco grower 
by limiting his acreage. I would like to ask you if it is not a fact that 
the Government does not limit tobacco acreage but any limitation 
placed on acreage is done by the farmers themselves voluntarily. 

Mr. Forsom. I do not know enough about it to comment on that. 

Mr. Camp. You do not know how tobacco acreage is handled under 
the PMA committees of the Agriculture Department ? 

Mr. Forsom. No; I do not know anything about that. 

Mr. Camp. You then are not familiar with the law which gives the 
farmers a right by having a referendum to limit their own tobacco 
acreage. 

Mr. Fotsom. I understand it only in a very general way and not 
enough to comment on it. 
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Mr. Camp. You spoke a while ago about various other articles, the 
tax on which is levied in the same manner as the present cigarette 
tax. Is it not a fact that more of the excise taxes are levied in that 
manner, especially those levied prior to the present emergency on the 
same basis as the cigarette taxes, beer, wine—— 

Mr. Fotsom. Back before the war, flat rate taxes provided more than 
half the excise tax revenue. 

Mr. Camp. All of those were on the same basis ? 

Mr. Fousom. Yes, sir. 

Mr. Camp. That is all. 

The CHamman. Mr. Mason. 

Mr. Mason. Mr. Secretary, most excise taxes today are ad valerem 
taxes or taxes upon the value or selling price of things. There are 
several exceptions to that, the cigarette tax being one, which is a tax 
that might be called a specific tax or a tax upon the article or the num- 
ber of articles, and so forth. In your statement you say, or at least 
infer that in principle an excise tax on value is sound and fair, but 
because there will be a little loss on this tax if it is switched from a 
specific tax to an ad valorem tax, you could not agree to the bill which 
proposes that change. 

I wonder if we as a government should give up principle and fair- 
ness in exchange for a little extra tax rece a That is the question 
that arises in hy mind. Should we forego a \ principle, tax fairness, 
and accept an unfair principle just ee it brings in a little more 
money. 

Mr. Fotsom. I would not agree that it was an unfair principle. You 
can build up a good case for either a flat rate or an ad valorem rate, 
and your existing ti ix system shows that. It has been pointed out here 
in the questions that before the war years most of the excise tax 
revenue came from flat-rate taxes. Many of-them are still on a flat 
basis. Many of them have been on an ad valorem basis. I do not 
think it is unfair in principle one way or the other. You can establish 
a case for either one, and we are not taking a position. We say in case 
you do change from the present system to another system, we want to 
preserve the revenue. 

Mr. Mason. Now, Mr. Secretary, on your basis that the one is as 
just and fair as the other let me state that the flat basis tax does not 
permit fair competition like the ad valorem basis tax does. On the 
fiat-tax basis if you carried it to the extreme, we would say the excise 
taxes on Cadillacs and Fords should be the same rather than based on 
respective value. We have thousands of inequities in our present tax 
system. We could name many of them. For instance, there is a 20 
percent exc ise tax upon fur coats. A $500 fur coat has to pay a $100 
tax. But a $500 coat or dress that is not made out of fur does not pay 
any tax. That is an inequity. They should be levied on the value 
of the article in order to be fair and equitable all through. 

Mr. Forsom. I think that is a matter you have to discuss when you 
consider the whole revision of the entire tax structure. I think that is 
one of the questions that have to be discussed, and we certainly have 
some proposals along that line. 

Mr. Mason. That is all, Mr. Chairman. 

The Cuatrman. Mr. Eberharter will inquire. 
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Mr. Exernarrer. I believe you said, Mr. Folsom, that there would 
be no administrative difficulties whatsoever if this change in rate 
were made. 

Mr. Fotsom. So I have been told. 

Mr. Esernarrer. To sum it up, your objection is the loss of revenue. 

Mr. Fortsom. Yes, sir. 

Mr. Esnernarter. Of course, I want to say Iam happy to hear you 
say that is your reason. That will probably be the position taken 
by the Treasury with respect to the other excise taxes that are 
scheduled to expire. 

Mr. Fousom. We are not taking a position now in regard to those 
excise taxes, but when they come to expire, we will certainly be 
interested in any revenue loss involved and we would like to see any 
reductions made up, unless the revenue requirements should be re 
duced by that time. 

Mr. Eeermarrer. That is exactly the fact. We have scheduled to 
xpire within a Vear many exe ise taxes, ana there will be a consider- 
able loss of revenue then amounting to many, many times the amount 
involved here. 

Mr. Fotsom. Yes, sir. About a billion dollars altogether. 

Mr. Evernarrer. So that the reasons vou are advancing this morn 
Ing in Opposition to this bill may come before us when these other 
excise taxes are to be recluced. 

Mr. Fousom. Yes, that is so. If we find our revenue situation is 
still very tight, and we need the additional revenue, if we allow certain 
revenues tO Go Gowh, We W ill have to make it up im some other way. 

Mr. Exernarter. Of course, there are other taxes that will expire 

a few months. I am very fearful of the result there as far as the 
ef! on the Treasury is concerned. 

Mr. Fortsom. Yes. Wee want to wait and see what the figures are 
voing to be on the budget situation so we can take a position regarding 
the expiring taxes. 

Mr. Erernarrer. And the taxes due to expire on June 30 of this 
vear will cost the Treasury $214 billion. That is the excess profits 
Tax. 

Mr. Fotsom. That is for a full year of operation. 

Mr. Exvernarrer. Does the same reasoning apply to that tax as 
you give to this bill? 

Mr. Fousom. We have taken no position on that and will not until 
we see what the estimated expenditures are going to be for the next 
fiscal year. 

Mr. Exersartrer. This little 15 million is a drop in the bucket as 
compared to that. 

Mr. Fotsom. Yes, but every little bit counts. 

Mr. Evernarrer. I agree with your position absolutely, that we 
should not reduce any taxes at this time. I think you said something, 
Mr. Folsom, to the effect that an increase in the taxation rate on 
cigarettes now would not affect consumption, and that it would prob 
ably be just the same. 

Mr. Fotsom. The estimate is that we do not think this will result 
in much of an increase in consumption. 

Mr. Esernarrer. In other words, your suggestion of raising rates 
as an alternative in here is to the effect that it would not reduce the 
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consumption, even if the price of cigarettes were a little bit higher 
Is that the assumption ¢ 

Mr. Fousom. We are assuming that this bill would not appreciably 
result In an Increase in consumption. We do not think that this 10 
cents a thousand in tax that we are suggesting would have much 
effect, either. 

Mr. Esernarrer. That is an assumption. 

Mr. Foutsom. Yes. 

Mr. Esernarrer. In other words, if cigarettes were 2 or 3 cent- 
a pack higher in price, we would sell practically as many. 

Mr. Foutsom. I would not want to say that. This is such a small 
differential we do not think it would have any effect. 

Mr. Esernartrer. Do you follow the same line of reasoning with 
respect to the tax on cosmetics and ladies handbags, and, for instance. 
aleohol, and all those other items that to some extent are having then 
sales retarded ? 

Mr. Forsom. There is no question that price affects consumption. 
We think there will be an increase in the use of the economy priced 
cigarettes, because the differential in price would go up from 3 cents 
to 5 cents, and we think that would cause a shift from standard brands. 
We know that any increase in price cuts down the volume, and 
therefore the lower price would increase the volume. 

Mr. Exernarrer. You seem to me in your letter to take the position 
that a 3- or 4-cent increase in the price of cigarettes would not affect 
the volume of sales. 

Mr. Forsom. Not appreciably. We are not talking about much of 
a differential here. 

Mr. Exernarrer. A lot of people agree that any increase will affect 
the volume of sales, and we are facing the proposition whether the 
excise taxes on handbags and cosmetics and aleohol will increase the 
sale and bring in more revenue. 

Mr. Fotsom. We are saying here that there would be a shift from 
the higher priced cigarette to the lower priced cigarette, but we do not 
think that it necessarily means there will be an appreciable increase 
n the total consumption. 

Mr. Enzruartrer. What I am specifically referring to, Mr. Folsom, 
if the shift should prove to be much larger, you say the Treasury 
Department will recommend an immediate increase in the rates im 
posed on both categories of cigarettes. You seem to indicate by that 
that that would lessen the volume of sales. 

Mr. Fotsom. We have not intended to imply that. In making these 
estimates, you have to make all sorts of assumptions. We are simply 
saying this our best judgment, and if we are wrong, we do not want to 
lose the revenue. We think if vou are voiIng to reduce business sionifi 
cantly by increasing the tax, we might better stay where we were. 
But if we can make up for it without any great loss in business we want 
to do so. 

Mr. Ernernarrer. Suppose this committee could find some othe 
pure luxuries that we could tax to make up for losses here, and some 
others. do vou think that might be a good idea / 

Mr. Forsom. I think when you are considering excise taxes next 
vear, because some of them come up for expiration the Ist of April 
next year, before that time there should be a general review of the 
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whole excise-tax system. That is one of the studies we have on the 
way in the Treasury Department. Because it is a patchwork affair, as 
many of you have said, which has grown up by hit or miss, there is a 
need for a complete review. We think it is important to make a study 
of the whole excise-tax system to see if we cannot get on a more uni- 
form and logical basis. 

Mr. Erernarrer. Does your study encompass looking over the field 
to see if there are any other luxuries that could be taxed ? 

Mr. Forsom. Surely. Some of the taxes are very high now, as 
pointed out in the case of fur, a 20-percent tax. If you are going to 
bring those down and seek to get the same amount of revenue from 
other places, it means you have to add other products to the list and 
increase the rates on some of the products that are taxed now. 

Mr. Erernarter. If there were some slight recession in business, 
the shift to the economy brand would be more significant. 

Mr. Fotsom. Yes. In the thirties it was as high as 22 percent. Now, 
it is only about 1 percent. How much it would shift in the case of 
a recession in business, it is very difficult to say. We are very doubtful 
that the percentage will go to what it was in the thirties. 

Mr. Evrruarrer. If there were a very pronounced recession in 
business, the shift to the economy brands would be much greater, and 
it therefore would be a greater boon to those hard pressed by the reces- 
sion, and a benefit to the consumer ? 

Mr. Fotsom. Yes, sir; as it was in the thirties, but we do not think it 
will go that far. 

Mr. Esernarter. Do you not think we ought to have that in mind, 
that is, the possibility of a recession, with a shift to the economy brands 
to take care of the consumer to some extent, would be a matter of grave 
concern ¢ 

Mr. Forsom. Of course, even without this bill he can save 3 cents 
now, but only 1 percent of the consumers buy the economy brands. 
The bills before you would increase the differential to 5 cents from 
3 cents. 

Mr. Ernernarrer. Thank you. 

The Cuatrman. Mr. Martin of Iowa will inquire. 

Mr. Martin. Mr. Secretary, if it is found that our budget may 
come into balance through the reduction of expenditures or increased 
revenues generally so that we might anticipate a surplus of revenues 
over expenditures, would that remove your only objection to this 
bill ? 

Mr. Fotsom. I would not like to say finally on that. We would 
hate to see any revenue loss from excise taxes in general. We are 
getting a comparatively small amount of our revenue from excise 
taxes and any decrease would simply mean we would be getting a 
lower percentage of revenue from excise taxes. We do not think 
that is going in the right direction. 

Mr. Martin. Having a balanced budget and having a surplus on 
hand, would it not lead you to favor a reduction in the excise tax field 
as the first move in such a reduction ¢ 

Mr. Fotsom. You have so many other tax reductions scheduled 
already so it is a question that we should work toward a better tax 
system and consider very carefully our goals and where the reductions 
should first come. I do not think we would want to say that the most 
immediate reduction should be in the excise tax on cigarettes. 
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Mr. Martin. In other words, you really have more than just the 
loss of revenue in mind. You have in mind advocating an overall 
study of the excise tax field, and the revenue field in general before 
reaching a conclusion as to any one item 2 

Mr. Fousom. Yes, sir. 

Mr. Boaes. Mr. Chairman. 

The Cuatrman. Mr. Boggs will inquire. 

Mr. Bocas. Mr. Secretary, I do not know whether any reports were 
filed on this bill other than by the Treasury Department. Is the 
clerk of the committee here? 

The CierK. Reports have also been requested from the Departments 
of Agriculture and Commerce but not received as yet. 

Mr. Boaes. I presume that you are familiar with the fact that in 
past years the Department of Commerce, the Justice Department and 
the Federal Trade Commission have all recommended the enactment 
of this legislation. Are you acquainted with that? 

Mr. Foisom. Yes, we are acquainted with that. 

Mr. Boees. I do not know whether reports were requested from 
those agencies of the Federal Government at this time or not, but 
their approval of the legislation was based on a very sound theory 
that this tax as presently constituted mitigates against one segment 
of the industry in favor of another. Do you think that is a correct 
assumption ? 

Mr. Fousom. I am not familiar in detail with the positions they have 
taken in the past. 

Mr. Boces. You have a statement in your report on page 1, the last 
paragraph, in which you say, “On the other hand, a flat tax per unit 
has the effect of minimizing differences in prices.” Is that correct ? 

Mr. Forsom. Yes, sir. 

Mr. Boaes. Now, if a flat tax has the effect of minimizing differences 
in prices, the effect would be to mitigate against the man who has a 
cheaper product, would it not? 

Mr. Fotsom. Yes, sir. 

Mr. Boces. So that what we are doing in this flat tax is differentiat- 
ing against one segment of an industry, is that not so? 

Mr. Fotsom. Yes, sir. 

Mr. Boces. But despite that, because of an assumed loss of revenue, 
you are opposed to the enactment of this legislation. 

Mr. Foutsom. As the bill now stands. 

Mr. Boces. What factors did you have or what studies did you have 
before you to arrive at these conclusions about losses of revenue? 

Mr. Fousom. We had to make some assumptions as to how much shift 
there would be with this difference in price. That is the shift from 
the standard to the economy brand. 

Mr. Boages. Do you mean that your figures are based on assumptions, 
rather than concrete studies ? 

Mr. Forsom. I do not see how in estimating a loss like this you can 
prove it one way or another. You have to assume and no one can tell 
definitely if there is a 5-cent differential in price how much of a shift 
there will be. We know that now with a 3-cent differential there is 
only 1 percent of the business in the economy brands. Back in the 
thirties, we also know that when conditions were bad there were 20 
percent in the economy brands. Now with a 5-cent differential we 
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believe there will be a shift and our best guess is somewhere around 10 
percent. We have given you three different assumptions. Your judg- 
ment might be different from ours. Our judgment is based on the 
estimates we could vet and the statistics avallable from the past. 

Mr. Bocges. So actually all the committee has before it in this case 
of your report are assumptions, and as vou snid before. our guess might 
be as ood as yours. 

Mr. Fotsom. We are basing ours on the experiences we have had 
up to date. We know what the present rate is. We know what the 
present differential is. We know what the shift was in the former 
vears. We are saying that in our best judgment we ought to assume 
for estimating revenues that the shift would be at least 10 percent. 

Mr. Boces. How much of a shift in dollar volume would be involved 
ina shift of 10 percent ¢ 

Mr. Foutsom. | would not want to guess offhand. Maybe one of my 
associates would be able to give you a guess on that. We will give you 
an answer on that later. I would not give it to you right now. 

Mr. Boges. Can the gentleman with you? It would seem to me you 
would almost have to know that to come to an conclusion about the 
revenue 

The Cuairman. The expert mav qualify if he wishes, and answer 
the question. I assume this gentleman coming forward here is the 
eX) rt. 

Mr. Boaes. We have had this gentleman before us before, it seems 
to me. on this bill. Asa matter of fact, he ouessed a vear or so about 
it, and he can guess again. 

Phe Cuairnman. If you will give your name before you answer and 
vour official posit ion, We will be glad to hear vou. 

Mr. Leanry. My name is Thomas Leahey. I am in the analysis 
staff of the Treasury Department. 

Mr. Bogas. Mr. Leahey, you have testified on this bill: have you 
not 4 , 

Mr. Leanry. Yes. sir; 3 years ago. 

Mr. Boces. It seems to me that when vou testified 3 vears ago, you 
came to the conclusion then that there would be a loss of revenue 
of $90 million: is that correct ¢ 

Mr. Leaury. Yes, sir. 

Mr. Boccs. What is vour conclusion today ¢ 

Mr. Leaney. It is that the probable loss in revenue should be based 
onan assumption that LO percent of the total market would go to the 
economy brands. 

Mr. Boges. How much would that be 4 

Mr. Leany. Loss in revenue / 

Mr. Boces. That is right. 

Mr. Leanery. $35 million. 

Mr. Boces. You have reduced your estimate by more than 100 per- 
cent. 

Mr. Leanry. We have reduced it by more than half of the original 
umount. : 

Mr. Boces. What accounts for that shift in your position down- 
ward ¢ 

Mr. Leanry. At the time I made the estimate in 1950—— 
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Mr. Bocges. Let me ask you this question, too, before you answer 
that question. Business conditions were not any better then than they 
are today. 

Mr. Leanry. Yes, sir. They are better today. 

Mr. Boces. Go ahead and answer the question. 

Mr. LEAHEY. That is one reason for the change, ot course, although 
I do not think that that is the basis of a great deal of the change. Thad 
made an estimate and it was opposed by many people whose judgment 
you would have to respect. 

Mr. Fotsom. Mr. Chairman, I would like to have Mr. Smith follow 
up Mr. Leahey on this. 

The CHamman. Will you state your name and position in the 
Treasury ¢ 

Mr. Smirn. May I qualify on the 10-percent estimate. I am Mr. 
Dan Throop Smith, assistant to the Secretary. 

Mr. Bocses. Mr. Chairman, I am glad to have Mr. Smith give his 
statement in a second, but I have more questions to ask this gentle- 
man. This is the man that testified before us 3 years ago, and he told 
us that there was going to be a loss of revenue of $90 million. if we 
pass this identical bill. I do not think there is much difference in it. 
Mr. Simpson and I were sponsors of it at that time as we are today. 

The CHairman. If there is any other reason here that the experts 
can give, we will hear them both. 

Mr. Boges. Go right ahead, Mr. Smith. 

Mr. Smirn. Mr. Chairman, I assume the responsibility for the 10- 
percent figure. In my capacity at the Treasury [have under my super 
vision the analysis staff, of which Mr. Leahey is one of the members. 
We have gone over with much care the basis of the earlier estimates. 
At the present time we are, as is indicated by the statement made by 
no Folsom, presenting the committee with a range of estimates, and 

are asking the committee in effect to share with us the responsibility 
for determining which of several possibilities seems the most likely. 
The estimate of $90 million that was made some years ago, as I went 
over the figures, was on the assumption that there would be immedi- 
ute ly a shift into the economy brands ¢ arrving the total cons sumption 
in that category to a point ; as high or a higher than had been 
reached in 1932. That figure, as I look at it, and look back on it, was 
a very conservative figure. 1 think as an outside estimate on a long 
run possible maximum basis, it was an altogether reasonable figure. 
On the other hand, looking at the present time as to the immediate im- 
+08 of this shift, the possibility of a buildup to that extent within 

. few months does not seem likely. We have had several years more 
experience with the economy brands operating with a 3-cent differ- 
ential. 

As the committee will recall, the economy brands virtually dropped 
out of the picture during the war. They came back after the war. 
At the time the earlier estimate was made, there was not a very long 
experience as to how far, under prosperous conditions, consumption 
would shift. We have a longer experience which we took into account 
on this estimate. I would be very loathe to stake my professional 
reputation on a specific estimate as to how much of a shift would oe- 
cur over a good many years. 

It is for that reason that in this statement which was presented to 
you, as I understand the reason, the Treasury reserves the position 
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to come back to the committee if a greater shift occurs. We believe 
that the 10-percent figure is a rea sonably safe one for the immediate 
foreseeable future. It is on that basis that we now have a 10-percent 
figure. 

Mr. Boces. What you have said there is that you figured that Mr. 
Leahey’s guess was a little off, and you made a new one. How much 
dollar volume is involved in the shift of 10 percent dollarwise ¢ 

Mr. Smirn. I am not familiar with the total dollar figures on ciga- 
rette consumption. Perhaps Mr. Leahey has that figure. 

Mr. Boces. I do not see how you can reach any conclusion unless 
you have the dollar figures. You are talking about a shift, and the 
tax is based on a dollar volume. 

Mr. Smiru. The significant shift was in terms of proportions. It 
seemed to us that the shift in terms of proportions is correct. You 
refer, sir, to the making of a guess. The guess, if it might be socalled, 
was an exercise of judgment based upon a good many hours of con- 
ferences with a good many people in the Treas sury and the Bureau of 
Internal Revenue. It was in the last analysis an exercise of judgment 
which might properly be called a guess. 

Mr. Boces. But you have no studies before you? 

Mr. Smiru. I have numerous studies in the files, sir, that we have 
gone over. 

Mr. Bocas. Let me redirect my question to the other gentleman who 
came up with the 890 million figure. How much shift would be in- 
volved in dollar volume, Mr. Leahey ? 

Mr. Leanry. I have not thought of these figures specifically. But 
400 billion cigarettes is the consumption at the present time in round 
figures. 

Mr. Bocas. 400 billion cigarettes per annum ? 

Mr. Leaner. Annually. 

Mr. Boces. Ten percent of that would be how many? 

Mr. Leaney. Forty billion. 

Mr. Boees. So your estimate is based on the assumption that 40 bil- 
lion cigarettes, which are now made by the socalled major manufac- 
turers would be made by the economy manufacturers; is that correct ? 

Mr. Leaney. Yes, sir. 

Mr. Boces. Do you not consider that a very significant shift ? 

Mr. Leaney. I do not think that the 40 billion should be taken as 
an absolute figure. 

Mr. Boges. That is what your $35 million is based on. Do you 
not think that is high ? 

Mr. Leanry. We have to consider that the total volume that we are 
discussing is 400 billion . 

Mr. Boces. Go ahead. I would like for you to explain it to me. It 
is very difficult for me to understand. 

Mr. Leauey. I do not consider that 40 billion taken as a number 
is necessarily large when we are considering that the total number 
involved is 400 billion. 

Mr. Boces. How did you come to this 40 billion? What was back 
here in your mind when you came up with that figure ? 

Mr. Leaury. It is merely the history of the competition. 

Mr. Boces. That is based almost entirely upon depression year 
figures; is it not? 





pa tk di 





Biisiicienn 


GRADUATED CIGARETTE TAX 19 


Mr. Leaury. The economy brands made their greatest gains dur- 
ing the thirties. 

Mr. Boccs. What were the thirties? Were those years of 
prosperity ¢ 

Mr. Leany. No, sir. 

Mr. Boces. They were depression. Are your estimates based on 
a new depression ¢ 

Mr. Leany. No, sir. 

Mr. Boees. What are they based on? 

Mr. Leanry. Even during these depression years, there was a sig- 
nificant change. I mean assuming that all the years were exactly 
the same, which they were not, during these depression years there 
were shifts in the consumption of economy brand cigarettes that can 
be associated with differences in the price spread. So we can say at 
least that in these lower income years, the factor of price spread was 
important. 

Now, how important it is at very high income levels is a problem 
we cannot solve with any degree of certainty 

Mr. Boees. I am glad that in your studies you have revised your 
estimates downward from 90 million to 35 million. It could Very 
well be that you could come back with the original position taken by 
the Treasury 3 years ago, before they changed their mind, when they 
said there would not be any loss of revenue. Of course, that was a 
report put in the record and later repudiated by the then Secretary 
of the Treasury. 

Now, I would like to ask Mr. Folsom 1 or 2 questions, and I will 
be through, Mr. Chairman. 

Mr. Folsom, you base your opposition on this proposed legislation 
on an estimated loss of revenue varying from 17 million to a maxi 
mum of 52 million; is that correct ? 

Mr. Fousom. Yes, sir. Just from excise taxes alone, and there is 
a possibility of a further loss frem the income tax. 

Mr. Boces. What position do you take on the excess-profits tax? 
Do you think it should be continued or permitted to expire 

Mr. Forsom. Our position on the excess-profits tax is that it is a 
very bad tax, and we would like to get rid of it as soon as we can. 
We are not taking any position on the July 1 date until we know what 
the figures are on the estimated expenditures for 1954. 

Mr. Boges. What position do you take on H. R. 1? 

Mr. Forsom. We cannot take any position until we know what the 
expenditures are going to be for the fiscal 1954 year. 

Mr. Boggs. So far you are neither for nor against ? 

Mr. Forsom. No position at all. 

Mr. Boces. How much revenue is involved ? 

Mr. Forsom. The excess-profits tax would be a loss of $214 billion 
a year at the annual rate. For the fiscal year 1954, it would mean a 
loss of $800 million. The individual tax loss, from the reduction 
scheduled to take effect in January 1954, is — $3 billion a year. 
If you advance the date from January 1 to July 1, it would be a loss 
of 114 — 

Mr. Boces. In light of the fact that that tax expires on June 30 of 
this year, when would the members of this committee expect to re- 
ceive the opinion of the Treasury Department ? 








20 GRADUATED CIGARETTE TAX 


Mr. Foitsom. Just as soon as we get the budget figures. I do not 
have the exact date as to when those figures will be available. 

The Cuamman. You usually submit reports on proposed legislation 
and tax matters after you have been requested to do so by the com- 
mittee, is that true / 

Mr. Fotsom. We have given estimates as to what the loss from H. R. 
1 will be. We have already given you the figures. They are practi- 
cally the same as I have just recited. 

Mr. Boges. Now, next year a billion in excise taxes will expire and 
about 1144 or 2 billion on corporate taxes. What position does the 
Treasury Department take there ? 

Mr. Forsom. We do not take any position with regard to any of 
these yet, until we know what expenditures we are going to have to 
work with. 

Mr. Boees. Then I understand you to be in the position of ti ge no 
— as of now with respect to the loss of approximately $7 or 

billion—you are neither for nor against at this moment—but here is 
a bill where the estimate varies from $17 to $52 million, and where you 
admit that the prince iple of the tax 1s wrong, vet you oppose the enact- 
ment. of this legislation. 

Mr. Fotsom. We are saying that we do not oppose the princ iple of 
the propos sed bill. You can argue principle on a flat tax or a variable 
tux. The position we are taking here at this time when we are anxious 
to maintain revenues is that we want to maintain thee xisting revenues 
on the cigarette tax. The bill, in our opinion, is going to result in a 
loss of revenue and we are suggesting if you go ahead with that, we 
want to change the tax rate slightly so that there will be no loss in 
cigarette tax revenue. 

Mr. Boces. But H. R. 1 apparently results in a loss of revenue of 
s2 or $3 billion on which you are taking no position. 

Fotsom. We will take a position when we get the revised esti- 
mates for next year. 

Mr. Boaes. You do not have the estimates for next year, but you are 
taking the position on this bill—— 

Mr. Fotsom. I think one statement we can make is that we do not 
want at this time to get lower revenues from excise taxes than we 
are getting. Therefore, we do not want to have a reduction on excise 
taxes. 

Mr. Bocas. You mean by that that you are singling out excise taxes 
as the ones you are oppose «d to reducing ? 

Mr. Forsom. No, we are not taking any position on the bill. We 
are telling you that it is going to result in a loss of revenue in our 
opinion, and we do not like to see that loss of revenue now. 

Mr. Boaes. Yet you do not take any position on the other legis- 
lation / 

Mr. Fortsom. We will take it when the time comes. 

Mr. Boees. That is all, Mr. Chairman. 

The CHatrMan. Mr. Holmes? 

Mr. Houtmes. No questions. 

The CHairman. Mr. Byrnes? 

Mr. Byrnes. No questions. 

The Cuatrman. Mr. Sadlak? 

Mr. Saptak. No questions. 
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The Crarrman. Mr. Baker / 

Mr. Baker. No questions. 

The Cuatrman. Mr. Curtis of Missouri # 

Mr. Curtis of Missouri. Yes, Mr. Chairman. 

Mr. meecreti ary, I have been concerned about three basic economi 
principles that seem to lie at the base of your statement. 1 would 
like to go over all three so I can get this straight. First you indicate 
that you feel that minimizing the difference in price other than 
through the operation of a free market will not hurt the tax base, 
and so ultimately the tax take. Would that be a fair statement as 
to your position here ¢ 

Mr. Fotsom. We are assuming here that we do not think this will 
result in any large increase in the total consumption of cigarettes 
It will mostly bea shift from one to another. 

Mr. Curtis of Missouri. Yes, but what Tam referring to specifically 
which has been discussed, is that you say on the other hand a flat tax 
per unit has the effect of minimizing differences in prices ? 

Mr. Fotsom. Yes, sir. 

Mr. Courris ot Missouri. That is “an attempt to minimize }l 
other than through the operation of a free market. 

Mr. Forsom. Yes. 

Mr. CURTIS of Missourt. In other words, it is Government operat ION, 

Mr. Forsom. All taxes have an effect on a free market. 

Mr. Curtis of Missouri. LT appreciate that. The point Iam gettin; 
around to is this, that vou do not make a positive sti itement th: at this 
is wrong in principle, and that is why I say it gets back to your basi: 
economic conce pt on this. Yous ay On page 2 of vour statement 
the proposed revision in the method of taxing cigarettes, therefore, could 
justified in principle 

You do not say it is justified in principle. I do not understand 
the words “could be,” because in the hght of your previous ora! 
testimony, vou are even less positive than that. 

Mr. Forsom. We are saying that it is not objectionable in principle 
You can justify it in principle, and the same way you can justify flat 
taxes on pr Ine iple. 

Mr. Curtis of Missouri. In other words, you think it could be argued 
that it is not true in principle? 

Mr. Fotsom. We do not want to take a position against all flat 
excise taxes 

Mr. Curtis of Missouri. In other words, my premise, I am afraid, 
is right, that you feel that minimizing differences in prices is proper 
for the Government through tax. 

Mr. Fousom. Whether it is proper or not, it is done in many case 

Mr. Curtis of Missouri. Yes. But the point is I am trying to find 
out if you agree with it. 

Mr. Forsom. I think as far as excise taxes are concerned, our pos! 
tion would be that you have to live with both taxes, the flat tax and 
the ad volorem tax. 

Mr. Curtis of Missouri. In other words, you do not accept the 
principle that a flat excise tax is wrong in principle. You are willing 
to accept that ? 

Mr. Forsom. Yes, sit 
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Mr. Curtis of Missouri. The second point is the fact that you seem 
to indicate that lowering prices does not increase consumption, assum- 
ing your cost of living index is constant. 

Mr. Foutsom. We are assuming here that a lower differential in the 
price would cause a shift from the higher price cigarette to the lower 
price. It would not mean a great change in the total consumption. 

Mr. Curris of Missouri. I might suggest to you, sir, that there are 
many who hold exactly the opposite theory, and I would say that the 
growth of this country is predic rated on the fact that lowering pr ices 
does increase consumption. 

Mr. Foisom. I agree with you. It is only a quest ion of how much the 
differential in this case will make. 

Mr. Curtis of Missouri. So you do agree that there will be some 
increase in consumption ¢ 

Mr. Fotsom. Yes. We do not think it will be enough to offset the 
loss you will get in this shift. 

Mr. Curtis of Missouri. You have the words “substantial increase.” 
Do you attempt to make any estimate of how much the increase in 
consumption would be? 

Mr. Fotsom. Less than 1 percent. 

Mr. Curtis of Missouri. Less than 1 percent of the total of 400 
billion ? 

Mr. Fotsom. Yes, sir. 

Mr. Curtis of Missouri. So there will be a 1 percent addition upon 
which there would be a tax? 

Mr. Fortsom. There will be some increase, but the consequent increase 
in revenue would be more than offset by the loss because of the shift 
from the standard to the economy brands. 

Mr. Curtis of Missouri. Is that 1 percent taken into account in your 
figures ? 

Mr. Fortsom. Yes. 

Mr. Curtis of Missouri. Now, the third and the one I am most dis- 
turbed about is the theory that seems to be advanced that competition 
decreases tax take and monopoly increases it. I have been referring 
to the statement on the second paragraph on page 3 where you state 

These estimates do not take into account the reduction in the income-tax 
liability in the cigarette industry which might result from a competitive response 
to a threat of an absorption of a substantial portion of the market by economy 
brands. 

That would seem to say to me that if you have competition, your tax 
take is cut. 

Mr. Fotsom. What we are saying here is that if the standard-brand 
people should cut the price of their cigarettes in order to reduce the 
differential, that would result undoubtedly in less net income to these 
companies. 

Mr. Curtis of Missouri. To them, but in part of the industry do 
you not include the economy-brand companies ? 

Mr. Fotsom. Yes. We do not know what the problem is going to be. 

Mr. Curtis of Missouri. Certainly. What you are saying, Mr. 
Secretary, I suggest, is that if you have competition you are going to 
cut your tax take, and it says no more than that. I do not agree with 
that theory. I am disturbed that that theory is even being advanced. 
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Mr. Fousom. All we are saying is that we do not know what effect 
this price war would have on the profits of the whole industry, the 
economy-brand people or the others. 

Mr. Curtis of Missouri. Is there a threat of a price war? 

Mr. Forsom. No. We are saying there is a possibility. Actually it 
has happened before. We are simply going on what happened before 
in the cigarette market. If there should be a price war, we know there 
is going to be lower profits, not only for the standard-brands people, 
but the econcmy-brands people. 

Mr. Curtis of Missouri. In other words, you are simply stating 
a short range proposition, that if there were a price war, which you 
do not say, that during that price war the tax take would be cut ¢ 

Mr. Forsom. From income taxes, yes. 

Mr. Curtis of Missouri. In other words, you are suggesting really 
that this is going to produce a price war. 

Mr. Fotsom. We are not suggesting that at all. We are stating it as 
a possibility. We are not assuming that in our estimate or taking it 
into account at all. Weare simply calling your attention to the possi- 
bility that the revenue might be reduced. 

Mr. Curtis of Missouri. Mr. Secretary, I suggest you are te iking au 
position when you say that this income- tax loss could be substantial 
and the very fact that you are interposing that, to that extent you are 
probably trying to influence—— 

Mr. Fotsom. You have to take it into account. 

Mr. Curtis of Missouri. What basis, then, may I ask you, have you 
for the assumption that there might be a price war as a result of this 
tax bill before us? 

Mr. Fotsom. Mr. Smith can give you information as to when 
that took place before. 

The Cuatrman. Mr. Smith will answer. 

Mr. Situ. In the problem of looking back over the record as to 
what happened in the cigarette industry, I should like to suggest two 
things of particular significance. One is with reference to the basic 
question as to the effect on consumption, that the cigarette industry 
appears to a much greater extent than most, to be one of very inelastic 
demand. By that I mean the response to price changes is much less 
than would be characteristic of most industries. I know the estimates 
here have been based to a very considerable extent upon that peculiar 
characteristic of the industry. So any inferences drawn from our 
statements here, I think, should not be generalized with reference to 
other excises, and other industries. 

Mr. Curtis of Missouri. In other words, you believe that as far as 
increasing the consumption, there is a pec uliar situation with respect 
to cigarettes as it relates to price that would not apply in other 
commodities ? 

Mr. Smiru. Exactly so, sir. As to the second point, the possibility 
of a price war, looking back over what happened in the early 1930’s, a 
rather spectacular thing occured in one year. As we went into the 
depression, the standard brands raised their price by 1 cent, making a 
differential of 4, rather than 3 cents a pack. That happened to co- 
incide with the downturn into the depression, but there was a very 
spectacular increase in consumption, month by month, during that 
time. As to whether the greater differential in price was responsible 
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or whether it was the coincidence of the rapid downturn of the depres 
sion is of course impossible to determine. But it is apparent that there 
sa point at which the price differential becomes very significant. 

Now, the response of the major manufacturers at that time was 
not to come out with their own economy brands, but shortly there- 
after to reduce their prices even more than they had prev iously raised 
them. 

Mr. Curtis of Missouri. May I interrupt just a minute to ask this: 
Have you had any conversation with the Big Four, as to whether they 
are contemplating such a move 

Mr. SMITH. No, s 

Mr. Curris of eaieuet You have made no estimates on that. You 
are simply judging on the basis of what happened in the 1930's, that 
they might do the same thing? 

Mr. Surru. By judging from what happened in the early thirties 
and our own appraisal of what might be reasonable to expect in the 
future. But there were no conversations whatsoever with the repre 
sentatives of that part of the industry. There are 1 or 2, if I might 
suggest, additional points which I think might be useful for the rec 
ord, pnd the deliberations of the committee on this. 

One new thing we have been impressed by is the rapid increase in 
sales by cartons and within the carton category, the sales in chain food 
stores. We have taken that into account. That is a new phenomenon 
as compared with the thirties. We have taken into account that sales 
made in food stores are made to housewives who are perhaps more 
price conscious and more so with cartons than individual packages 
of cigarettes. A 50- or 60-cent differential per carton seems sub- 
stantially more significant than a few cents per pack. These are 
among the unknowns that have made it very difficult to have a certain 
estimate as to the response of the industry. 

Mr. Curtis of Missouri. Maybe this is out of your province, but 
do you not think that the best way to solve this is to let there be a 
free market and not let the Government interfere and prefer one 
group over another? As far as the tax take is concerned, I would 
think there could be a lot of good theories advanced that ultimately 
the tax rate would be greater, because you would be expanding your 
base. 

Mr. Siri. That is where we get back to the condition of the 
industry which is one of very inelastic demand, and we do doubt that 
a reduction in 1 segment of the market of 2 cents a package would 
begin to have a sufficient effect in increasing total consumption to re- 
store the revenues lost by the reduction in tax. 

Mr. Curtis of Missouri. We might have a bigger income tax take 
rather than a lesser if that were true, and the companies were making 
more money. 

Mr. Smiru. I would be inclined to think that the loss in the larger 
companies would more than offset the gain on the smaller. 

Mr. Curtis of Missouri. You mean tempor arily because they would 
be cutting their prices below their costs. 

Mr. Smiru. I would be inclined to think that even on a continuing 
basis. The whole problem of price in the cigarette industry with a 
relatively small number of large companies is a highly distinctive 
and peculiar one, and perhaps not subject to all of the traditional 
competitive forces. 
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Mr. Curtis of Missouri. Thank you. 

The CuatrMan,. Mr. Knox will inquire. 

Mr. Knox. No questions. 

Mr. Coorrr. Mr. Chairman, I would like to ask another question, 
if I may, please. Mr. Folsom, during the period of low tobacco 
prices during the depression, the sales of economy brand cigarettes 
amounted to 23 percent of total cigarette sales ? 

Mr. Fotsom. That was for 1 month. 

Mr. Cooper. Such a shift at the present time would result in a 
substantial loss of revenue, would it not ? 

Mr. Fotsom. Yes, sir. 

Mr. Coorer. Now, I would like to very a inquire for informa 
tion about the administration of this bill, it should become law. 
The bill would impose a tax of $2.90 per Pot or 5.8 cents per 
pack on cigarettes retailing at not more than 13 cents per pack until 
April 1, 1954. Then it would become $2.45 per thousand, or 4.9 
cents per pack on cigarettes retailing at not more than 12 cents per 
pack. By having these fractions in there, would not that impose some 
administrative difficulties ? 

Mr. Forsom. They tell me not. Do you want to comment on that, 
Mr. Smith ? 

Mr. Surrn. Since the tax is based per thousand, apparently that 

is something that can be taken into account. The report from the 
Bureau of Internal Revenue on this legislation bears on this, if I may 
insert a sentence or two of their statement : 
No serious problems are anticipated in connection with the administration o1 
enforcement of the two-bracket tax as proposed As previously stated, a similar 
method has been followed in taxing cigars for many years, and these bills in 
orporate similar language 

There follow certain suggestions for slight changes in phraseology 
which are those covered by the general statement that certain techni 
cal points might be suggested which would clar ify certain issues that 
might arise. 

Mr. Cooper. When you have a tax of 5.8 cents per pack on cigarettes 
or a tax of 5.9 cents per pack on cigarettes, you can not break a penny 
up in any such piece as that, can you? 

Mr. Smiru. No, sir. The tax is on the basis of per 1,000 cigarettes 
collected from the manufacturer. As to how that is shifted forward or 
the extent to which it is shifted forward on the price of an individ- 
ual package depends upon the competitive situation in the industry. 
The Government is not in a position to tax on a fractional basis per 
package on cigarettes, souah the effect of converting from per thous 
and comes to that fraction. 

Mr. Cooprr. Thank vou. 

The CHarrmMan. Mr. Simpson wishes to ask another question. 

Mr. Srmpson. Yes. I believe, Mr. Smith, you re ‘ferred to the pe 
culiar pricing methods followed by the Big Four. What did you mean 
by that? 

Mr. Suirx. Tam afraid, sir, that Tam not enough of an expert on 
the cigarette industry in the brief time 

Mr. Simpson. Did you mean that they all go up and down at the 
same time within 1 or 2 days? 

Mr. Smiru. As I read the record, that is substantially in fact what 


occurs, 
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Mr. Srmpson. Do you mean to say that when OPS takes the price 
off, the boys get together and shoot their price up unitedly and gouge 
the consumer / 

Mr. Smiru. I am not in a position to have any estimate as to what 
happened on that basis. 

Mr. Simpson. You might find that back in the thirties when the 
consumer had to stop smoking standard brand cigarettes in the de- 
pression days because they cost too much or began buying economy 
cigarettes rather than stopping or buying pipe tobacco or chewing 
tobacco, the big boys got together and cut their price deliberately, as 
was evident to me, to put them out of business. 

That brings me to the very major point of the bill, and why the bill 
has been introduced. The 15 or 17 or 35 or 52 million dollars is of 
no consequence whatsoever. As I see it, we are deliberately creating 
here what seems to me a working monopoly in industry to keep out 
of business any competition. I deplore that our tax laws are in such 
shape that they encourage those big companies to do just that. 

I want to get to this matter of assumptions. You have been very 
kind and very frank for telling us the whole basis of the assumptions 
of these losses. The very fact that: you have made assumptions recog- 
nizes that another group or individual, or this committee in particular, 
can make its own assumptions, too. You recognize that as a right of 
the committee. 

Mr. Situ. Certainly. That was the reason of having the range 
of assumptions put in there. 

Mr. Suwpson. Do you think if the committee, after hearing all the 
testimony, should determine that as a basis of their assumption, the 
conclusion would follow,that there was no loss or possible gain, you 
would have no difference other than one of opinion to that? 

Mr. Smirn. It would clearly be a matter of opinion and judgment. 

Mr. Srmpson. That is about all you could do in that respect, with 
due respect to your opinion. Thank you. 

The Cuamman. We thank you, Mr. Secretary and Mr. Smith, and 
the gentlemen from the technical staff who testified here. 

The next witness will be Mr. Stephen C. Stephano. 

Mr. SterHano. Mr. Ragland will be our spokesman. 

The Cuarrman,. Will you give your name, and the capacity in which 
you appear ? 


STATEMENT OF EDWARD F. RAGLAND, EXECUTIVE SECRETARY, 
ASSOCIATED TOBACCO MANUFACTURERS 


Mr. Racianp. Yes, sir. Mr. Chairman and gentlemen of the com- 
mittee, my name is Edward F. Ragland. I am executive secretary 
of the Associated Tobacco Manufacturers. I should like to introduce 
these other gentlemen up here with me. They are my principals 
respecting cigarettes. Mr. W. Brooks George, assistant to the presi- 
dent, Larus & Bros. Co., Richmond, Va. On my left, Mr. Stephen C. 
Stephano, vice president of Stephano Bros., and on my far left, Mr. 
Addison Y. Yeaman, counsel for Brown-& Williamson Tobacco Corp., 
Louisville, Ky. 

The CuarrMan. Are you speaking for these other gentlemen ? 

Mr. Racuanp. I am speaking for these other gentlemen i in the inter- 
est of the time of this committee. 
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The CrarrMan, That is exactly what we appreciate because the 
time is necessarily very short. 

Mr. Racianp. According to my timing, the recitation of this will 
not take longer than 10 or 11 minutes. 

The CuHarrMan. Very well. You may proceed. 

Mr. Raguanp. As I said, my name is Edward F. Ragland, and I 
appear in support of H. R. 1417 which if enacted would change Federal 
cigarette taxation from the present inequitable, flat rate basis to an 
equitable, ad valorem basis. As was the case 3 years ago, I appear 
as executive secretary of the Associated Tobacco Manufacturers, an 
organization which represents practically all of the manufacturers of 
cigarettes, smoking and chewing tobacco in the United States, except 
the five largest cigarette manufacturers. 

In September 1931, smaller manufacturers of tobacco products 
introduced the first economy brand of cigarettes as we now know it. 
This was at a time when the makers of the so-called standard brands 
had increased their prices in the face of declining costs and growing 
unemployment. The tax on small cigarettes at that time was at the 
rate of $3 per thousand cigarettes. Two factors made possible a dif- 
ferential of 5 cents per package in the retail price of economy brands 
and standard brands, one being a lower concept of profit on the part of 
the smaller manufacturers, the other being an unjustified increase in 
price on the part of standard brands. 

Under an increasingly severe economic depression, hard-pressed 
consumers forsook higher priced brands of cigarettes in favor of the 
economy brands and an even cheaper form of smoking known as roll- 
your-own tobacco. This is clearly evident from the fact that in 1930 
roll-your-own cigarettes represented about 12.2 percent of the total 
cigarettes consumed. This percentage increased steadily to 28.7 per- 
cent in 1933. It is reasonable to suppose that the rate of increase 
would have continued had the economy cigarette not become more 
attractive. That the economy cigarettes would appeal to consumers 
who otherwise would have smoked roll- -your-own cigarettes is evi- 
denced by the fact that the percentage of total cigarettes consumed 
represented by roll-your-own tobacco leveled off in 1934 to 29 percent 
and declined steadily through succeeding years. 

Coincidental with the decline of roll-your-own cigarettes was the 
steady growth of economy brands until 1939. Thus, it is clearly to be 
concluded that the growth of economy cigarettes during this period 
was at the expense of roll- your-own cigarettes to the great benefit of 
the Federal revenue. 

In 1984, two of the manufacturers of economy brands, recognizing 
that the flat, regressive Federal excise tax on cigarettes did not per- 
mit an effective spread in the retail price of economy and standard 
brands, appealed to your committee for recognition of the inequality 
of the basis of the Federal cigarette tax. Their cause was championed 
by the late Roy Woodruff who, until his retirement from the Con- 
gress, was a stanch supporter of this cause. 

For 19 years the smaller manufacturers of cigarettes have peti- 
tioned the Congress to replace the present flat tax on cigarettes, which 
tends to maintain a high degree of concentration of cigarette volume 
among only a few manufacturers, with a tax basis which would relate 
to the intended retail price of the product. Such a basis of taxation is 
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not new in the tobacco industry, precedent having been established 
vears ago with respect to cigars and, in fact, at one time in the ciga- 
rette industry itself. This cuange in the basis of taxing cigarettes 
would make possible once again effective price competition in an in- 
dustry which for too many years has been devoid of any such activity. 

H. R. 1417 proposes a tax of $2.90 per thousand on cigarettes hav 
ng an intended retail price of not more than 13 cents and retains 
the existing tax of 54 per thousand on cigarettes having an intended 
retail price of more than 13 cents per perme? of 20. Now, oe would 
this do? Instead of being compelled t ) pay an excise tax of 531, 
percent as compared with only 42 seaaaae for the co priced 
brands, consumers of economy cigarettes would only be Teen to 
pay a tax at the rate of 4414 pe reent. This saving in the Federal tax 
would be passed on to the consumer. 

H. R. 1417 also provides for continued recognition of this ad 

valorem principle on April 1, 1954, when the existing cigarette tax 
of S4 per thousand is due to be reduced to the former rate of $3.50. 
The econ omy Clg arette tax would the n be reduced to $2. $5, thus m: un 
tain ng a comparab le rate of taxation. For years the ad valorem 
prim ‘Ip je of taxation has been recognized as the fairest means of col 
lecting the tax. It is wholly Amer ; an in that the tax is based on the 
consumer's ability fo pay. I should like to direct your attention to 
excerpts of letters from the various departments of the Federal Gov 
ernment which have been filed with your committee in the past. 

‘T he Federal Trade Commission iha letter dated June BO, 1947, said 


part: 

Che establishment of a graduated tax on cigurettes would not only afford a 
strong incentive for manufacturers to keep their brands within reasonable price 
imits and curb any tendency to increase cigarette prices without regard to 


the economic soundness of change, but through the medium of increased com 
petition in the cigarette industry would also result in increased competition in 
he purchase of cigarette types of leaf tobacco and thus afford to the grower 


and to the public generally such benefits as flow from greater competition. 


In a letter dated November 24. 1947. the Department otf Commerce 
had this to say: 


\ greatly lowered excise tax would benefit the economy price branch of the 
ndustry by placing manufacturers in this group in a position to purchase higher 
vrades of leaf tobacco or to return to a lower retail price or to do both. 


In the same letter the Department also said: 


In general, we are opposed to restraints on free competitive enterprise, par 
ticnlarly when their effect is to discriminate against smaller enterprise. The 
Vitality of American industry and business in large measure stems from the pres- 
ervation, in this country, of the ideal of :ree economic opportunity, which, in 
turn, depends upon maintaining in full vigor the competitive position of smaller 
enterprise The present regressive tax on cigarettes plainly discriminates 
against the smaller manufacturers by artifically narrowing the price ratio be- 
tween their products and those of the Big Three Its effect is therefore to 
support the present high degree of concentration in the industry. 


In a letter dated March 30, 1948, the Department of Justice said 


The proposed legislation would tend to create price competition and would 
vive the consuming public an opportunity to realize the benefits of such com- 
petition on the basis of its gradnated purchasing power Furthermore, the 
proposed bill could result in the restoration of competitive iactors which have 
een eliminated from the markets in recent years, Smaller manufacturers who 

e been forced to withdraw from the cigarette industry since 1941 would be 
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afforded an opportunity to return to the industry and compete with the Big 
Three on a price basis. Because of these factors, I strongly recommend the 
enactment of a graduated Federal excise tax on cigarettes. 

Finally, the United States Department of Agriculture in a letter 
to Mr. Woodruff dated July 16, 1947, said: 

I believe that a graduation of excise tax according to the intended retail price, 
precedent for which exists in the tax rates on cigars, would go far in maintain- 
ing the competitive position oi the manufacturers of economy brands and would 
work to the benefit of the tobacco growers. 

Gentlemen, we do not come here seeking special privilege. We ask 
only that the lower priced products of our manufacture not be com- 
pelled to carry a higher burden of Federal tax than those more 
expensive brands of cigarettes which constitute the great bulk of 
cigarette consumption. It is our sincere belief that the correction of 
the present unfair and discriminatory basis of Federal cigarette taxa- 
tion will benefit every segment of the industry. The passage of H. R. 
1417 will restore honest price competition, will create additional de- 
mand for the farmers’ leaf, and make possible to the low-income con- 
sumer a good cigarette at a price more in keeping with his ability to 
buy. It is our genuine hope that equity and justice will prevail. 

Thank you. 

The CHairmMan. I wish to thank you, Mr. Ragland, and your asso- 
ciates Mr. Yeaman, Mr. George and Mr. Stephano, for your appear- 
ance and your testimony. I would like to have you appear at 2 o’clock 
this afternoon to submit to examination by the committee. 

The committee stands adjourned until 2 o'clock. 

(Thereupon at 11:53 a. m., a recess was taken until 2 p. m., the 
same day.) 

AFTERNOON SESSION 


The Cuarrman. The committee will come to order, 

Is there any member of the committee who wishes to examine Mr. 
Ragland / 

Mr. Jenxins. Mr. Chairman, I would like to ask him a question 
if he has finished his statement. 

The Cuairman. Very well; Mr. Jenkins will inquire. 

Mr. JENKINS. Mr. Ragland, what is the essential] difference between 
what we call the cheap cigarettes and the others’ Is there the same 
clitference between all the different producers ¢ 
STATEMENT OF EDWARD F. RAGLAND, EXECUTIVE SECRETARY, 

ASSOCIATED TOBACCO MANUFACTURERS; ACCOMPANIED BY 

STEPHEN C. STEPHANO, VICE PRESIDENT, STEPHANO BROS.; 

W. BROOKS GEORGE, ASSISTANT TO THE PRESIDENT OF LARUS 

& BRO. CO.: AND ADDISON Y. YEAMAN, ESQ., COUNSEL, BROWN 


& WILLIAMSON TOBACCO CORP.—Resumed 


Mr. Racianp. The only honest answer I can give you, Mr. Jenkins, 
lies in the area of judgment. 

Mr. Jenkins. That is what I want, sir, your best judgment. 

Mr. Raeuanp. That is my answer, sir. What one person says is 
the difference someone else says is not. 


31444-—53 
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As I stated in my presentation, one factor in the ability to sell at 
a lower price is the concept of lower profit which prevails on the one 
hand, that is, on the manufacture of the economy brands. 

Mr. Jenkins. Is there any difference in the quality of the tobacco 
used in the cigarettes? For instance, here is a company that makes 
two different kinds of cigarettes, one we call the cheap cigarettes and 
the others we call the high-grade cigarettes. There must be some 
difference in the quality, or is it in the workmanship, or is it in the 
salesmanship ¢ 

Mr. Raguanp. Mr. Yeaman has offered to answer that question. 
May I turn the mike over to him? 

Mr. Jenkins. Yes. 

Mr. Yeaman. Mr. Chairman, my name is Addison Y. Yeaman. 
I am counsel for the Brown & Williamson Tobacco Corp., of Louis- 
ville, Ky. 

Mr. Kagland certainly gave part of the material answer to the 
effect that the margins of profit under which the manufacturers of 
the economy cigarettes operate is considerably lower than that under 
which the manufacturers of standard price cigarettes operate. 

That is possible for two reasons, Mr. Jenkins. The advertising 
budgets of the major tobacco companies will range somewhere be- 
tween $10 and $15 million a year. Those expenditures are necessary 
to maintain the consumer demand for those products. The economy 
manufacturer foregoes that type of advertising and depends on the 
appeal of price to develop his consumer acceptance. 

Secondly, the manufacturer of economy cigarettes, as you might 
well expect, has generally—at least in the experience of my company— 
a lower leaf cost per thousand cigarettes. He uses, perhaps, higher 
percentages of the middle price range of the available prices. 

Does that answer your question / 

Mr. Jenkins. I do not know. I guess your answer is all right. 
It leaves me in this position. 

It is my understanding that what you are saying is that here is a 
company that wants to sell a cheap cigarette and goes ahead and 
makes one and sells it. Then it makes a good cigarette and sells that 
and gets the higher price for that one and the cheap price for the 
other. That is the sum and substance of it, is it not? 

Mr. Yeaman. May I draw this analogy. The producer of fur 
coats, if he wants a low price article, uses, let us say, a lower price fur. 

Mr. Jenkins. If that is the case, then, your answer to my question 
is that you use a cheaper tobacco. 

Mr. Yreaman. I thought I made that perfectly clear. We use more 
of the middle price grades of tobacco. 

Mr. Jenkins. That is what I wanted to know at the beginning, the 
difference between them. 

Mr. Yeaman. I thought I said that. Excuse me, sir. 

Mr. Jenkins. My chief interest in this matter is the grower in my 
section of the country, and naturally I wonder how he is affected. 

Suppose, for example, that there is a big company that this week 
wants good tobacco and next week wants cheap tobacco because it has 
all the good tobacco it needs; what effect does that have on the grower 
who wants to put his tobacco on the market ? 

Mr. Yeaman. I see the purport of your question, sir. Historically, 
the grower of the lower price tobacco found his chief market in the 
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export trade. I believe I am right when I say that the export of 
tobaeco was 25 pe - nt below the previous year. Is that correct ¢ 

Mr. Raeuanp. As I recall it. 

Mr. Yeaman. If I am in error, I should like to correct that figure. 
But historically the export market took the lower price tobacco. The 
farmer, therefore, is well served by the manufacture of a product in 
the United States which tends to take up the slack which would exist 
by reason of the decrease in exports. 

Furthermore, no farmer, as I understand it and I am not a farmer, 
can produce nothing but high grades of tobacco. He therefore has 
from whatever acreage he has under cultivation tobacco covering 
virtually the range of quality. 

Now, if he has no buyers for his middle and low ranges, I should 
think that he would be in a bad situation. If, on the other hand, he 
can find a market for it, his other tobacco moving as it normally 
and historically has, then I should say he is well served. 

That, however, sir, is not a farmer’s opinion. I am not a farmer. 
I say that as a general consideration of the economic factors. 

Mr. Jenkins. Let me ask Mr. Ragland a question or two, please. 

You state in the first paragraph of your statement something to this 
effect. “I appear as executive secretary of the Associated Tob: cco 
Manufacturers.” Who are the members of the association ? 

Mr. Raeuanp. There are 17 manufacturers of tobacco products, Mr. 
Jenkins, which, as I said, manufacture practically every form of to- 
bacco other than cigars. I will be very happy to furnish you with a 
complete list of all the members. 

Mr. Jenkins. I would like to know now. You do not represent what 
you call some place in your statement the Big Four, do you? 

Mr. RaGianp. No, sir. I said except the five largest cigarette manu- 
facturers. 

Mr. Jenkins. That is what I want to find out. Who are the five 
largest cigarette manufacturers? 

Mr. Raeranp. It is my understanding, sir, that they are the Ameri- 
ean Tobacco Co., R. J. Re »ynolds Tobacco Co., Liggett & Myers Tobacco 
Co., Philip Morris & Co., Ltd., Inc., and P. Lorillard Co., Ine. 

Mr. Jenkins. Where does Brown & Williamson Tobacco Corp. come 
in? 

Mr. Raeianp. Mr. Yeaman, do you want to answer that? Perhaps 
Mr. Yeaman is more acquainted with the relative standing of his 
company than I am, sir. 

Mr. Jenkins. It stands to reason he would be. 

Mr. Yraman. The last published figures by a gentleman named 
Wooten, who annually estimates the production and sale of cigarettes 
in the United States, puts my company sixth. 

Mr. Jenxrns. You are sixth in the volume of production or in the 
financial worth of production, or both ? 

Mr. YEAMAN. I should say both are true. 

Mr. Jenxrys. You are a British owned company, are you not? 

Mr. YeamMan. Yes, sir. We are a wholly owned subsidi: ary of the 
British-American Tobacco Co., Ltd. That company, as nearly as we 
can tell from the records of ann ‘k ownership, is held roughly 55-45, 
with 55 percent owned in this country and 45 percent elsewhere. 

Mr. Jenkins. Brown & Williamson Tobacco Corp. is managed out 
of London, is it not ? 
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Mr. Yeaman. No, sir. It is managed out of Louisville, Ky. We 
are a wholly owned subsidiary of the British-American Tobacco 
Co., Ltd. 

Mr. Jenkins. In other words, the British Tobacco Co. owns your 
company entirely / 

Mr. Yeaman. Yes, sir; which is about 50 percent American owned, 

Mr. Jenkins. If they own you, do they not have anything to say 
about your management ? 

Mr. Yeaman. They do, indeed. They have three of their directors 
on the board of my company. 

Mr. Jenkins. Do you take your orders, then, from London, Britain ? 
J have reference how to your policy orders. 

Mr. Yraman. Like any incorporated company, Mr. Jenkins, we 
take our orders from the stockholders in the ultimate analysis, 
certainly. 

Mr. Jenkins. That is only theoretical. 

Mr. Yraman. We manage our company subject to the ultimate 
verdict of our stockholders as to whether we are successful. 

Mr. Jenkins. Your company is completely owned by the British- 
American Tobacco Co. ? 

Mr. YeEAmMaAN. Yes, sir. 

Mr. Jenkins. And you have some American stockholders / 

Mr. YEAMAN. Yes, sir. 

Mr. Jenkins. You say that these companies that we hear mentioned 
comprise the Big Five and you are the sixth ? 

Mr. Yeaman. Yes, sir. I might say that to my regret there is 
considerable spread between the first three and number six. I wish 
it were not so. 

Mr. Jenkins. Let me ask Mr. Ragland another question. What is 
the relative standing both in production and financing of what we call 
roll-your-own tobacco? What does that amount to now / 

Mr. Raguanp. I am not trying to pass this mike back and forth for 
exercise, Mr. Jenkins, but Mr. Yeaman’s company manufactures more 
of that, I dare say, than any other company. In my capacity as secre- 
tary of the trade association, I do not delve into production figures. 

Mr. Jenkins. Very well: I do not wish to be unfair to you. 

Mr. Racuanp. I think Mr. Yeaman is willing to answer you, sir. 

Mr. Jenkins. If I may have his view, I will take it from him, of 
COUrse. 

Mr. Yreaman. I have some figures here which I should like to pre- 
sent to the committee. I have before me, Mr. Jenkins, a table entitled, 
“Share of standard price cigarettes, economy brands and consumer- 
made cigarettes under conditions of different price spreads and differ- 
ent conditions of unemployment.” 

You asked me, as I understood your question, for a statement on the 
relative volume and relative dollar volume of roll your own as com- 
pared to standard price cigarettes / 

Mr. Jenkins. That is right. 

Mr. YeaAmMAn. I am unable > give you that for this reason. The 
manufactured tobacco produc thasave ry great range of pr ices so that 
I can't give you dollar value, and I don’t have it. 

Secondly, almost all forms of noncigarette tobacco, except cigars 
and serap chewing and plug and snuff, may be used in roll-vour-own 
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cigarettes. Granulated tobacco could be so used, or long cut cigarett: 
tobacco, or the type we sell. 

However, as you know, cigarette papers themselves bear a tax in a 
package of more than 20, so that some studies have been made of the 
use of manufactured tobacco in roll-your-own cigarettes based on those 

‘igarette paper tax studies. 

The consumer-made cigarettes, according to a study made by Elmo 
Jackson in 150, produced about 1814 billion cigarettes in 1927 and 
increased to 55 billion cigarettes in 1935, and at about the time that 
the economy cigarettes were reaching their most successful period, 
began to dec line until in 1939 the consumer-made cigarette re presente “ 
about 47 or 48 billion cigarettes. 

The share of market represented by consumer-made cigarettes in 
that same period ranged from 16.1 percent in 1927 to 29.5 percent in 
i935 and declined to 21.9 percent in 1939. 

Mr. Jenkins. I did not quite get all those figures. What I wanted 
to bring out was the relative importance of the roll-your-own trade as 
against the competition of either the economy bri inds or the high price 
brands. I know it has fluctuated in different times. In some years it 
has been necessary under certain economic conditions. 

I got the impression, although I do not know how I got it, that roll 
your own now is practically a negligible factor in competition. 

Mr. YEAMAN. No, it is not a negligible factor. 1 think that these 
figures show that roll your own cigarettes tend to decline in volume 
as the volume of economy cigarettes increases. 

Mr. Jenkins. What has been the history as the economy volume 
increased / 

Mr. Yeaman. The economy volume increases first when there is an 
effective spread in retail price level, and that spread begins to make 
itself manifest in increased consumption as purchasing power de- 
clines. That is, at least, a historical pattern. 

Mr. Jenkins. What is the percentage of the economy cigarettes 
manufactured today in comparison to all others? 

Mr. YeAMAN. Today. sir? 

Mr. Jenkins. Yes. 

Mr. YeEaman. Mr. Wooten, to whom I referred a moment ago, states 
it to be 0.75 percent, or three quarters of 1 percent. 

Mr. Jenkins. In other words, of all the billions of cigarettes we 
heard about this morning, the economy brands amount to only a frac- 
tion of one percent é 

Mr. YramMan. That is correct. I think the total volume of ciga- 
rettes is three billion estimated. 

Mr. Jenkins. Then roll your own is a more important factor in 
the production of cigarettes than the newer economy brand, is that 
right / 

Mr. YeaMan. At the moment it is considerably so. 

Mr. JENKINS. I do not smoke cigarettes, but I live in a hotel and I 
go down the elevator every day 3 or 4 times and it looks like somebody 
could get rich in reclaiming these cigarette stubs because half the 
tobacco is not consumed. 

I wonder why it is that they throw them away so extravagantly ? 

Mr. YeEAMAN. It is not because they have a cheap cigarette because 
they are not on the market for all practical purposes. I wish I could 
go along and see some of my product. 
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Mr. Jenkins. Now let me ask you about the other companies you 
represent, Mr. Ragland. You say you represent this Britis sh company. 
What other companies do you represent? Do you represent the Steph- 
ano Co. 

Mr. RaGuanp. ee Bros. in Philadelphia. 

Mr. Jenkins. That is an American company ‘ 

Mr. RaGuanp. Yes, I would say so, sir. As far as I know they have 
been organized in this country and making cigarettes in Phil: idelphia 
since 1895. 

Mr. Stephano is on my left, Mr. Jenkins. 

Mr. Jenkins. I remember him from last year. Your company is 
a family owned company, is it not! 

Mr. Srernano. It isa family corporation founded by my late father 
and his brother in 1895, sir. 

Mr. Jenkins. And nobody owns the stock but your family ? 

Mr. SrepuHano. Philip Morris had an interest in the company, 
which we bought back in 1947. 

Mr. Jenkins. And you do not have to get any instructions from 
Britain or anywhere else ? 

Mr. Sreruano. No, sir. We decide right in Philadelphia. 

Mr. Jenkins. You have the right to make any kind of cigarette 
you please. Why do you not make the good cigarettes? 

Mr. StepHano. I think we make a quality cigarette for less money 
in Marvels. It isthe only way we can compete. We cannot compete 
with Camels or Luckies or Chesterfields in advertising. 

Mr. Jenkins. You make what you can and sell them and stand by 
them with your good name. That is your policy. How do you rank 
among the producers in the country ? 

Mr. STep Scaie, I didn’t get your question, sir. 

Mr. JENKINS. How do you rank among the producers in volume ? 

Mr. SrepHano. We are very, very small. As a matter of fact, our 
export business has kept us in business for the last few years. Tf it 
were not for the export business, we would be out of business. 

Mr. Jenkins. Is that so? 

Mr. SrePpHano. Yes, sir. 

Mr. JENKINS. You send more out than you sell in the domestic mar- 
ket ? 

Mr. SrePHANo. Yes, sir. 

Mr. Jenkins. Where do you send them to? 

Mr. SrerHano. All over the world. 

Mr. Jenkins. I do not want any trade secrets now. 

Mr. Stepuano. Sweden, Indonesia, Hong Kong, and all over the 
world. 

Mr. Jenkins. You se a them every place? 

Mr. StepuHano. Yes, si 

Mr. Jenkins. Let me at you another question. Who are the Larus 
Bros. ? 

Mr. Racianp. They are about as American as anybody could be. 
This is Mr. W. Brooks George, of Richmond, Va. 

Mr. Grorce. We have been in business in Richmond ever since 
1877. 

Mr. Jenkins. Are you a family corporation ? 

Mr. Grorce. Yes, sir. The controlling interest is owned by the 
family. 
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Mr. Jenkins. And does all your product come under the category 

of the cheap cigarettes ¢ aft 
Mr. Grorar. No, sir. We make Edgeworth smoking tobacco and 

Holliday smoking tobacco and then we make Domino cigarettes. 

Mr. JENKINS. You say you are a family company organization? 

Mr. Grorer. Yes, sir. We have about 500 or 600 stockholders. 

Mr. JenKins. About 600 ? 

Mr. Georce. Five or six hundred. 

Mr. Jenkins. Where? 

Mr. Grorce. Most of them live in Virginia, thank you. 

Mr. Jenkins. Mr. Chairman, I think that is all. I might ask per- 
mission, after everybody has had a chance to inquire, to ask more 
questions. 

The Cuairman. Very well. Who will inquire? 

Mr. Coorer. Mr. Chairman, I would like to ask a few questions for 
information. 

Mr. Ragland, in your statement this morning you reported the atti- 
tude of the Department of Agriculture in 1947. 

Mr. Raauanp. Yes, sir. 

Mr. Coover. What is the attitude of the Department of Agricul- 
ture now ¢ 

Mr. Ractanp, What I quoted from, Mr. Cooper, was the most recent 
published attitude on this question that I have been able to obtain, sir. 

Mr. Coorer. That was 6 years ago. 

Mr. Racuanp. Yes, sir. 

Mr. Coorer. You do not know what it is now ? 

Mr. RaGuanp. No, sir. 

Mr. Cooper. I believe, according to your statement, you hold an 
official position with the Associated Tobacco Manufacturers. Is that 
the name of the organization 4 

Mr. Racuanp. Yes, sir; that is the name, and I am the executive 
secretary. 

Mr. Coorrer. Who are the Associated Manufacturers ? 

Mr. Racuanp. You have just heard from three of the members. I 
could carry on with the list, if you would like. 

Mr. Coorer. Give me those three. 

Mr. Racianv. The Brown & Williamson Tobacco Corp., Stephano 
Bros., Larus & Bro. Co. 

Mr. Coorer. They are the three representatives who are sitting at 
the table with you ? 

Mr. RaGuanp. Yes, sir. 

Mr. Coovrer. Now, then, who else is in that tobacco manufacturers 
organization / 

Mr. RaGuanp. Scotten-Dillon Tobacco Co., Detroit, Mich.; Bloch 
Brothers Tobacco Co.. Wheeling, W. Va.:; Crimson Coach, Toledo; 
Cumberland Tobacco Works, Nashville, Tenn.: G. A. Georgopulo & 
Co., Ine., New York: Leighton Tobacco Co., Ine., New York: Lieber- 
man Tobaeco Co., Detroit, Mich.; Maclin-Zimmer-McGill Tobacco 
Co. Petersburg, Va.: Mail Pouch Tobacco Co., Wheeling, W. Va.: 
Midwest Tobacco Co., Cincinnati, Ohio; R. C. Owen Tobacco Co., 
Gallatin, Tenn.; A. J. Paetzold & Son, Binghamton, N. Y.; Scott 
Tobacco Co., Bowling Green, Ky; Taylor Bros., Inc., Winston-Salem, 
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Mr. Cooper. All these are companies who are members of the organi- 
zation you represent and speak for ¢ 

Mr. Raguanp. Yes, sir. This problem before the committee, Mr. 
Cooper, involves cigarettes. Those manufacturers of the association 
who produce cigarettes in the economy field are here today. I am 
speaking principally for them at the moment. 

Mr. Coorrr. Let me see if I understand you, and I am just asking 
for information. When a party comes here representing some organ- 
ization, | think it is proper to try to find out who that is and what it 
means. 

Mr. Raeuanp. I will be glad to answer your question, sir. 

Mr. Cooper. I am just asking for information. Are all these firms 
you listed there as members of your association in the business of 
manufacturing cigare ttes ¢ 

Mr. RaGuanp. No, si 

Mr. Cooper. How aan of that group mentioned by you manufac- 
ture cigarettes ¢ 

Mr. Racguanp. I would say about 4 or 5 

Mr. Cooper. You have three of them here with you 4 

Mr. Racianp. Yes, sir. These are the only three who are interested, 
as | understand, in the manufacture of economy brands. 

Mr. Cooper. Only these three, then, here represented with you, are 
interested in this legislation ? 

Mr. Racianp. Other than as a friendly interest, and seeing that the 
smaller companies receive fair play. 

Mr. Cooper. They do not manufacture a product that is touched by 
this legislation. 

Mr. Racianp. No, sir. But the doors are not closed to them. Con- 
ceivably they could come into the market. 

Mr. Cooper. They are not in it now, are they ? 

Mr. RaGiaNnp. No, sir; not to my knowledge. 

Mr. Coorer. How many cigarette manufacturers are there today ? 

Mr. Racianp. I think the latest report of the Commissioner of the 
Bureau of Internal Revenue, which I have seen, set forth 31 factories. 

[ think it is interesting to comment on an article which appeared in 
Printer’s Ink in January, the author of which was a gentleman by 
the name of Harry Wooten. He is one of the very few brave men who 
even dare to estimate the sales by brands of cig rarettes. 

Mr. Coorrr. Estimate what? 

Mr. RaGuanp. The sales volume by brands of cigarettes. You see, 
that is not published information, 

Mr. Cooper. You mean information is not published in this country 
as to how many cigarettes are sold under each brand ? 

Mr. RaGuanp. No, sir 

Mr. Coorrr. I thought, according to these radio and other adver- 
tisements, they are all boasting and bragging about how many they are 
selling. 

Mr. Racuanp. They certainly keep that information hidden, Mr. 
Cooper. I have never seen it. I don’t know anyone who has. 

Mr. Coorer. But you found a man there who knows? 

Mr. Racranp. Yes, sir. For a number of years now he has been 
coming out with his estimate. His business background has been that 
of consultant on tobacco and related securities. I suppose some years 
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his estimates make some people happy, and then the converse is true 
in other years. 

Mr. Coorrr. Is he a tobacco manufacturer or a securities man ? 

Mr. Raguanp. He is a securities man. I was just trying to answer 
your question a little better. He took note of 10 manufacturers of 
cigarettes, and then he has an asterisk down here indicating 0.3 percent 
tax paid volume in 1953 made by all other manufacturers. 

Mr. Coover. I understood you a while ago—before you confused me 
and threw me off the track with your securities man—when we were 
talking about tobacco men that vou had information from some source 
that there were 31 cigarette manufacturers. 

, Mr. Racuanp. The annual report of the Commissioner of the Bureau 
of Internal Revenue. 

Mr. Cooper. He ought to know. 

Mr. Racnianp. I dare say he does. 

Mr. Cooper. He is the one who collects the tax. 

Mr. Racuanp. Yes, sir. 

Mr. Cooper, And the manufacturers are the ones who pay it. 

Mr. RaGuanp. Yes, sir. 

Mr. Coorer. So there are 31 cigarette manufacturers in the country, 
and you have 3 of them with you here today. 

Mr. Racuanp. Yes, sir. 

Mr. Coorrer. How about the other 28? 

Mr. Racianp. I can account for 5 who I would not say are pri- 
marily concerned with the passage of this bill, and the rest of them, 
other than these—— 
Mr. Coorrr. Just a moment, please. Those 5 that are concerned 
with it are not here. 
Mr. RaGuanp. I don’t believe they are interested in seeing this 
legislation passed. 
Mr. Cooper. They are not in favor of it 4 
Mr. Racianp. I get that impression, sir. 
Mr. Cooper. You are here just speaking for 3? 


Mr. Racuanp. Yes, sir. 
Mr. Coorrer. The 3 here with you? 
| Mr. Racuanp. Yes, sir. 


Mr. Coorer. Do you know whether any of the other 28 manufac- 
turers of cigarettes in the country are scheduled to appear in support 
of this legislation ¢ 

Mr. Raeuanp. Not that I know of, sir. 

Mr. Cooper. Was it not in 1934 that the Brown & Williamson re- 
presentative testified that the so-called Big Four had 95 percent of 
the cigarette production in the country 4 

Mr. Racianp. He could have done that, sir. I am not too well 
versed on the testimony. 

Mr. Coorer. Is that about right? 

Mr. YeAMAN. Yes, sir. 

Mr. Coorrr. Is that also true today? 

Mr. Yeaman. May I have just a moment, sir? 

Mr. Cooper. Are you the one, Mr. Yeaman, who testified in 19547 
You have been with us so many times that I do not remember what 
you have said each time. 

Mr. Yraman. No, sir. I am getting embarrassed for bothering 
you so much. 
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Mr. Coorrr. At any rate, if you ever said it, you still stand by it? 

Mr. Yeaman. Thank you sir. It was said by my chief, Mr. 
Roberts. 

Mr. Cooper. He has been here quite often, too. 

Mr. Yeaman. Yes, sir. I am one up on him at this point. 

Mr. Coorer. Is that figure still true, that the so-called Big Four 
control 95 percent of the cigarette production of the country ¢ 

Mr. YeaMAN. Subject to verification, I believe the Big Four now 
represent slightly over 85 percent, 

Mr. Coorer. Who were the Big Four in 1934? 

Mr. Yeaman. R. J. Reynolds, American Tobacco Co., Liggett & 
Myers, and P. Lorillard. 

Mr. Cooper. They were the Big Four in 1934? 

Mr. YeamMan. Yes, sir. 

Mr. Cooper. Are they still the Big Four ? 

Mr. Yeaman. I can’t answer definitely as to Lorillard being fourth 
or fifth. It isthe Big Five now. 

Mr. Cooper. It is the Big Five now instead of the Big Four? 

Mr. Yraman. Yes, sir. 

Mr. Coorer. Who are they? 

Mr. Yraman. Reynolds, American, Liggett & Myers, Phillip Mor- 
ris, and Lorillard. 

Mr. Coorer. How does Brown & Williamson compare with 
Lorillard ¢ 

Mr. Yraman. Sixth. 

Mr. Cooper. Are you below them? 

Mr. YEAMAN. Yes, sir. 

Mr. Coorrr. I heard from some source you were now larger than 
they were. 

Mr. YreamMan. In domestic sales from Mr. Wooten’s estimates we 
are No. 6. 

Mr. Racianp. Mr. Cooper, it seems to me the pertinent fact here 
is that to date the economy brands sales represent approximately 
three-quarters of 1 percent of the total volume. Somebody else makes 
all the other cigarettes. 

Mr. Coorer. I believe, Mr. Ragland, this morning you testified 
that two factors made possible a differential of 5 cents per pack in 
the retail price of economy brands and standard brands, one being a 
lower concept of profits on the part of the smaller manufacturers and 
the other being an unjustified increase in the price on the part of 
standard brands. Is that about what you said? 

Mr. RaGuanp. Yes, sir. 

Mr. Coorrr. Was there not also a third factor which made possible 
a 5 cent price differential? Was not the lower leaf cost of the economy 
brand considered in that ? 

Mr. Raeianp. The point of the matter was that at that time there 
was more tobacco on the market than the manufacturers wanted. As 
a matter of fact, if these smaller manufacturers had not gone into 
the market and bought tobacco, period, the farmer would have been 
left holding the bag with it. So whatever price they paid for tobacco 
represented a source of income to the grower. 

Mr. Coorrr. Let me ask just 1 or 2 questions for information. You 
men are in the business and you know about it. I am not in it and 
my knowledge about it is very limited. 
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Of course, there is a difference in the quality of tobacco used in 
the so-called economy brand cigarettes and what are termed the 
standard brands, is that not true? 

Mr. Raeianp. I would not answer that categorically in the affirma- 
tive, Mr. Cooper. I don’t believe that any of these companies’ leaf 
experts would answer it in the affirmative. I don’t think they would 
admit that. 

Mr. Coorrr. You are here speaking for the so-called economy 
brands? 

Mr. Racuanp. Yes, sir. 

Mr. Coorrr. Do oe use the cheaper type, or kind, or whatever 
you want to call it, tobacco in your cigarettes than is used in the 
standard brands? 

Mr. Raguanpb. I think the facts bear that out. 

Mr. Coorrr. There is no doubt that is true ? 

Mr. Raeuanp. I think their average leaf cost is lower. But that 
does not necessarily mean they don’t use good tobacco. That is the 
point I am trying to make. 

Mr. Cooper. I am not claiming they do not use good tobacco. But 
in some way they manage to make a cheaper igarette. That is the 
situation is it not ? 

Mr. Racianp. Yes, sir. 

Mr. Coorrer. That leads me to ask you this question for informa- 
tion. Aside from capital investment in the manufacture of any 
product, are there not about three major items of cost? One is your 
salary and wages, one is your cost of raw material, and the third is 
your taxes that you have to pay. Is that not pretty generally true? 

Mr. Ractanp. Where did you put in your general overhead, selling 
and administrative and advertising? Did that fall in the first 

category ¢ 

Mr. Cooper. I would assume that would come under salaries and 
wages because advertising is to a great extent a service commodity. 

Mr. Racuanp. It is a selling expense. 

Mr. Coorer. Do not those three categories just about cover the three 
main items of manufacturing cost ? 

Mr. Racuann. Yes, sir. 

Mr. Cooper. Do you anticipate that there can be much reduction in 
wages and salaries? 

Mr. Racianp. Under what conditions, Mr. Cooper ? 

Mr. Coorer. I mean if more manufacturers of cigarettes shift to a 
cheaper product, will there be much reduction in the item of salaries 
and wages ? 

Mr. Raeianp. No, sir. 

Mr. Coorrer. Will there be much reduction in taxes ? 

Mr. Racianp. We are here asking for a reduction in the tax. I 
don’t mean a reduction in the tax, but an adjustment which would re- 
flect a lower tax. 

Mr. Coorrer. I am not talking about this tax here for the moment; 
I am talking about other taxes that a business concern has to pay. 

Mr. Raeianp. No, sir, I do not. 

Mr. Coorrer. Then that brings it down to the question of the third 
major item and that is the cost of the raw product. 

As indicated by Mr. Jenkins, although I don’t have any cigarette 
tobacco produced in my district, my State produces a considerable 
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amount of it, and I am concerned about the welfare of the producer 
of the tobacco. 

Does that not just about bring it down to the point of whatever ad- 
justment has to be made will be probably made with respect to the 
producer of tobacco / 

Mr. Raguanp. It so happens that these manufacturers of economy 
brands have since 1931 been going out on the open market in com- 
petition with everybody else who wanted to buy tobacco and obtained 
their requirements, and have been able under those circumstances to 
manufacture a cigarette which they consider a good one and sell it at 
a price which has reflected a 3-cent differential at the retail market. 

Now, there has been something said about the depressed prices 
paid the farmers, and I daresay tomorrow you will hear a lot more 
about that, but I would just like to leave this one thought with you 
gentlemen. 

Tobacco. being one of the basic crops which are sup ported by the 
Federal Government, the Secretary of Agriculture, as I understand 
it, determines how much tobacco is to be grown. He makes a deter- 
mination after anticipating and estimating to the best of his ability— 
and I might say he has done a pretty good job—just how much tobacco 
will be used. He places that limitation, as I understand it, to prevent 
there being accumulated a surp lus of tobacco. 

In return for abiding by his acreage restrictions, leaf tobacco is 
supported on a grade basis. Each pile of tobacco is placed into a 
certain grade by an employee of the Department of Agriculture. 
These various grade prices are intended to reflect, considering the 
composition of the crop, an average price which is 10 percent of 
parity. 

I just happened to have come across an interesting thing. Here is 
a season’s tobacco news re port otf type 31, burle bY tobac co. This goes on 
to say that the gross sales of burley tobacco, which, as you know, is 
grown in your State of ‘Tennessee, amounted to a return of $ SD0.25 per 
hundred pounds. If no one had bought that tobacco, or had been in 
there buying it in competition, the entire crop, aeaniee that the 
Secretary of Agriculture’s estimate of the composition of the crop 
Was proper, would have netted to the farmer $49.50 per hundred 
pounds. As it was he received $50.25 per hundred pounds. 

I don’t see how in the world, and no one has been able to convince 
me, the farmer is going to lose because the Government is going to 
support this crop. 

Mr. Yeaman has something to say about that, Mr. Cooper. 

Mr. Coover. In the first place, you do not determine the question as 
to whether the Government supports the crop or not. 

Mr. Racianp. No, sir; you gentlemen do. 

Mr. Coorrer. You do not determine that. 

Mr. Racrianp. No, sir. 

Mr. Coorer. You cannot guarantee what that program is going to 
be, can you? 

Mr. Racianp. No, sit 

Mr. Coorrr. I really do not see the point of your trying to bring that 
in on this subject. Iam just trying to get some information in analyz- 
ing this question just so far as my own vote is concerned as a member 
of this committee. 
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You do not think, then, that the passage of this legislation will result 
in farmers receiving any less price for their tobacco 4 

Mr. Yraman. Mr. Cooper, I think you would be very interested in 
this. It directly bears on your question. 

Mr. Coorrr. Let me get an answer to the question first. 

Mr. Yeaman. Beg your pardon. 

Mr. Racianp. My answer to the question is, “No,” I do not, sir. 

Mr. Cooper. Let me have a minute or two more on that. Then why 
is it that all the farmers themselves and the farm organizations and 
those who are primarily interested in agriculture and in tobacco pro- 
duction are opposed to this legislation if you think it would be helpful 
to them ? 

Mr. Racuanp. I don’t know, sir. I still go back to what the Secre- 
tary of Agriculture said in 1947. He came out flatly and said that this 
legislation would work to the benefit of the tobacco growers. He was 
in a position to know more than I do. 

Mr. Coorrer. You are quoting what the Secretary of Agriculture 
said 6 years ago. 

Mr. Raeianp. The now Senator Clinton P. Anderson. 

Mr. Cooper. That was the report he made ? 

Mr. Racianp. Pardon, sir? 

Mr. Coorer. And that was the report he made ? 

Mr. Raeianp. Yes, sir. 

Mr. Cooper. That was 6 years ago. You do not know what the 
present attitude of the Department of Agriculture or the present 
Secretary is? 

Mr. Racianp. No, sir 

Mr. Cooper. Being a Democrat, I doubt whether I could get that 
information very readily. But we have 15 fine Republican colleagues 
on this committee with a great deal of influence and I am sure they 
might be able to get some expression along that line. 

Anyhow, it is your position that the enactment of this legislation 
will be helpful and beneficial to the tobacco producer ? 

Mr. RacGuanp. Yes, sir. 

Mr. Coorer. All right; thank you. 

Mr. Yeaman. Mr. Cooper, may I return to your question ? 

Mr. Cooper. Yes. 

Mr. Yraman. I think you will be interested in this because it is 
directly relevant to what you asked. 

The manufacturers’ list price of economy cigarettes immediately 
before the removal of the ceiling, after discounts and payment of 
Federal tax, resulted in a net to the manufacturer of $2.23. The price 
in retail of those cigarettes before State and local taxes was 15 cents 
per package. 

The proposed legislation, as you know, will result in a retail price 
before State and local taxes of not more than 13 cents, so that the full 
adjustment to the ad vi alorem base is received by the consumer. 

The manufacturer’s list under that condition will be such that after 
discounts and Federal tax, he has a net of $2.48, some 25 cents more 
than he has under a flat tax. 

Presumably, therefore, he has more money to pay for leaf tobacco 
than he now has. It would therefore seem that under the effect of 
increased competition in the leaf-tobacco market that the manu- 
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facturer of economy cigarettes is considerably better off and better 


able to meet that price that he undoubtedly will have to pay. 

Mr. Cooper. I understood you to say, and Mr. Ragland, too, that 
this saving in the cost. of cigarettes will be passed on to the consumer. 

Mr. Yeaman. Yes, sir, I did. 

Mr. Cooper. You think that will happen under this bill/ 

Mr. Yeamay. If it doesn’t happen, we will pay a tax at the higher 
rate. In other words, this bill is drawn to impose a tax at the same 
percentage rate on cigarettes which sell at retail at not more than 13 
cents. 

Mr. Cooper. Under this bill, there would be imposed a tax of $2.90 
per thousand, which is 5.8 cents ] per back. 

Mr. Yraman. Yes, si 

Mr. Cooper. How are oii going to collect 5.8 cents / 

Mr. YrAMAN. You don’t collect 5.8 cents, Mr. Cooper. The excise 
tax on cigarettes is a manufacturers’ tax and we pay tax based on the 
number of thousand cigarettes we manufacture. There is no prob- 
lem of collecting a fraction of a cent to the consumer. That is a 
cost to the manufacturer. We will pay it, I hope, at the rate of $2.90 
per thousand cigarettes. There is no fraction involved at all. 

Mr. Coorer. I understand there is no fraction to the consumer, but 
I doubt very much he is going to get the benefit. 

Mr. YramMan. He has to, sir. 

Mr. Coorer. With all these fractions along the line. 

Mr. YramMan. He has to. If he doesn’t get the benefit, then we 
have to pay the tax at the higher rate. 

Mr. Cooper. Just roughly speaking, about what is the volume of 
burley tobacco used by the so-called economy-brand cigarettes now 
and the volume used by the so-called standard brand cigarettes? 
How does it compare ¢ 

Mr. Racuanp. My answer to that would be at the moment, sir, that 
you take that portion of the crop of burley tobacco which is used in 
the manufacture of cigarettes in this country and you take three-quar- 
ters of 1 percent of it, and that is the volume used by the manufactur- 
ers of economy brands. The balance which is used in this country 
would be used by other manufacturers. I hate to give you such a 
vague answer, but I will attempt to get those figures for you, sir. 

Mr. Cooper. Do you use all buriey tobacco in your economy brand 
cigarettes ¢ 

Mr. Racianp. I think one of the most closely guarded business 
secrets of any cigarette manufacturer is the blend. It is my under- 
standing, sir, that they do not. 

Mr. Cooper. There would not be any very big secret in that, would 
there / 

Mr. Racianp. I don’t think so. I mean the exact proportions are 
never published. 

Mr. Coorrr. I would think that a man who knew enough to be in 
the cigarette business would be able to take a cigarette and tear it up 


and have some kind of process of analyzing it to find out whi at is Ih 
it. 


Mr. Racuanp. I think that is so, sir. 


Mr. Cooper. So why is it such a big secret, then, for you to tell me 
how much burley is us sed in economy -brand ¢ igarettes ? 


! 
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Mr. Racianp, Let me answer your questions this way. I was not 
try ing to be cute, Mr. Cooper, but on the other hand neither did I want 
to become specific. Let us say somewhere along the line of 20 to 30 
percent of burley tobacco is in the cigarettes of all the tobacco used. 

Mr. Coorer. Would you be in a position to know, or would you 
care to state, or could you tell us, about what percentage is in the so- 
called standard brand ¢ 

Mr. Racianp. I would have no idea. It seems to me from my taste 
that all of these cigarettes more or less follow the same pattern and 
make up. 

Mr. Coorrr. They all taste about the same to you? 

Mr. RaGuanp. Yes, sir. 

The Cuairman. I would just like to ask a question for information. 
[ know very little about tobacco. IT have heard much about this bur 
ley tobacco, Is the burley variety raised in most of the tobacco States / 

Mr. Raeianp. No, sir. [I would say that burley tobacco is raised 
in southwestern Virginia, western North Carolina, Kentucky, Ten- 
nessee, some in Ohio, and a little bit in Missouri. 

The CHarrMaAn. None in the Connecticut Valley ? 

Mr. RacLanp. No, sir. That is an entirely different type. 

The CHairMan. None in southern New York or central New York? 

Mr. RacLanp. None to my knowledge. That is cigar country. 

The CHarrman. Canrda hes been developing a tobacco business; 
has it not? 

Mr. Racuanp. I understand that they do grow some burley. 

The CuHatrMan. Are they giving you any competition in the export 
market ¢ 

Mr. RaGuanp. That is a question I cannot answer. I am not famil- 
iar with the export of the burley tobacco as such. 

The Cuatrman. Mr. Stephano, I believe, said he depended very 
largely on exports to sustain his business. I wonder if you came into 
competition with Canadian tobacco ¢ 

Mr. Srernano. No. We export manufactured cigarettes. 

The CHairMan. Do they manufacture cigarettes in Canada / 

Mr. Srepuano, Oh, yes; cigarettes are manufactured. 

The CHAIRMAN, uAre they engaged in the export business or do they 
have to depend on their local market to absorb their tobacco ? 

Mr. Yreaman. I can only say that I am under the impression that 
they do have some export business. The relative volume of the export 
business from the United States and Canada I am not able to give you. 
Thev do, however, engage in the export trade. 

The CHairman. I have been through that tobaceo raising section 
in Canada and I was surprised to see the number of curing sheds there. 

Mr. YEAMAN. Yes, sir. 

The Cuairman. I did not know how much land they had to devote 
to that. 

Mr. Yeaman. I do not know what their annual production of burley 
is. I do know under the system of Empire preferences Canada ex- 
ports considerable burley to England. 

The CHaiman. I thought possibly they did, but I was not sure. 

Mr. Yeaman. That is on manufactured tobacco. 

The Cuarrman. I did not know whether the Canadians consumed 
sufficient tobacco to use all they produced. 
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Mr. Yeaman. They export. They have some export business 
throughout the world. 

The Cuarrman,. Tell me this, if you please. Is there a high grade 
and a low grade and a middle grade of burley tobacco? 

Mr. Yeaman. I think Mr. Ragland is a better man to answer that 
question than I am, sir. 

Mr. Racuanp. Mr. Reed, from everything I have been able to learn, 
what is good tobacco—assuming that it is burnable eee 
meets one person’s requirements will not meet another person’s, or at 
least so they profess to say. Certainly on the stalk the leaves te 
sounder size and shape and certain other characteristics. 

The CHairnman. That would be the only difference in the grading 
of it? 

Mr. Raeuanp. That is my understanding. 

The CHamman. When you go into a m: arket, all grades of burley 
tobacco are sold at one time in that market, is that right ? 

Mr. Yeaman. Yes, sir; they are. 

Mr. Racianp. I am looking at this report of the Department of 
Agriculture, which has most of the grades of burley tobacco. I 
would like you to see it. 

The CHarrmMan. Do different companies bid on different grades? 
For instance, in your economy grades, do you bid on the highest 
grade, the middle grade and the lower grade, or whatever grade it is 
graded ? 

Mr. Raeianp. I think they all try to get the best tobacco they can 
for the lowest price. I think that is pretty generally true of all 
manufacturers. 

The Cuarrman. That is all. Are there any other questions ? 

Mr. Kean. Yes, Mr. Chairman. 

The CHatrman. Mr. Kean will inquire. 

Mr. Kran. I want to go back to a question which Mr. Jenkins kept 
asking to which I do not think we received an answer. 

You state in your statement, Mr. Ragland, that economy cigarettes 
would appeal to consumers who otherwise would smoke roll-your- 
own cigarettes. Now, I agree with that. Some of this business might 
be taken over by the economy brand if this bill was passed. 

You say here that in 1930 roll-your-own cigarettes represented about 

percent of the total of cigarettes consumed. You also say that 
this increased to 28.7 in 1933. What I want to know is what is the 
percentage today that compares with that 12 percent in 1930 and the 
28.7 percent in 1933. 

Mr. Racianp. Four and nine-tenths percent, I am advised. 

Mr. Kran. Thank you. 

The Cuatrman. Are there further questions ? 

Mr. Curtis will inquire. 

Mr. Curtis of Nebraska. Mr. Chairman, T wish to ask a question or 
two about the advertising factor in the sale of cigarettes, and in so 
doing, I want it understood that T believe that in our economy we need 
all sizes of business. We need big business and middle-size business 
and certainly little business. So this is not in any way intended with 
any idea of embarrassing anyone. 

Do the companies that are engaged in the manufacture of economy- 
brand cigarettes purchase network television and radio time? 
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Mr. YeamMan. I can speak for Brown & Williamson Co. Our adver 
tising budget on Wings cigarettes is at the moment something unde 
$100,000, and you do not buy network shows with that kind of money. 
The answer is, “No, sir.” 

Mr. Curtis of Nebraska. What is the situation with the other 
companies ¢ 

Mr. Sreruano. I believe that last year we probably spent about 
$25,000 on Marvel cigarettes in advertising. No network shows. 

Mr. Curtis of Nebraska. Did you buy any television shows ¢ 

Mr. SrepHano. No, sir. You cannot buy one with $25,000 for a 
year’s period, 

Mr. Curtis of Nebraska. Is that time for the most part sold on a 
network basis ¢ 

Mr. SreruAno. Not necessarily. I believe you can buy it locally, 
also. 

Mr. Curtis of Nebraska. Of the best class of time—class A time, o1 
whatever the proper description is—do you know how much of the 
class A time on television is now being used by manufacturers of 
cigarettes / 

Mr. SrarHano. No, sir. 

Mr. Boces. Plenty of it. 

Mr. Curtis of Nebraska. T have certainly made no check of it, but 
it would seem like quite a little. 

Now, to what extent does that advertising increase sales? Are 
these companies carrying on that advertising because it is profitabie, 
or is it just a public service ? 

Mr. Yeaman. Mr. Curtis, I do not believe it is done in the spirit of 
public service. I may be wrong. 

Mr. Curtis of Nebraska. Understand, I am not hostile to a company 
that is large enough to put on a television show. I do not mean it 
that way at all. 

Mr. Yeaman. No, sir: I understand. 

Mr. Curtis of Nebraska. But I am concerned, also, and equally so 
and no more and no less, with that segment of industry that cannot bid 
for the consumer’s dollar in that area. 

Is it generally conceded in business cireles that sales do go up in 
proportion to the amount of these big advertising campaigns ? 

Mr. Yraman. Yes, sir. The standard-price cigarette market has 
been supported by advertising budgets running in the range per com 
pany of over $10 million a year for a great many years now. And 
coincident with that expenditure has been the absolute domination in 
the point of sales of the big spending companies. 

Mr. Curtis of Nebraska. How much did you say they were spending / 

Mr. YEAMAN. Subject to correction, it is my understanding that 
each of the major cigarette companies have advertising budgets of 
over $10 million a year. 

Mr. Curtis of Nebraska. Each of the five largest ¢ 

Mr. YeAMAN. I believe that is true. 

Mr. Curtis of Nebraska. That would be a total of $50 million ? 

Mr. YreamMan. I think it is in excess of $50 million. I think it is 
much closer to $75 million. 

Mr. Curtis of Nebraska. And what would be the advertising budget 
of all the little ones combined ¢ 
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Mr. YeEaman. At the moment ? 

Mr. Curtis of Nebraska. Yes. 

Mr. Yeaman. Considerably less than a quarter of a million dollars- 
considerably less. 

Mr. Curtis of Nebraska. Now I would like to ask something about 
the purchase of tobacco. 

Mr. Yeaman. Mr. Curtis, in order that there may be absolute ac- 
curacy here—it suddenly occurred to me [ might not have been wholly 
accurate—the answer I gave related to economy-price cigarettes. 

Mr. Curtis of Nebraska. Yes: that is what I was asking about. And 
the answer with reference to the large companies pertained to ciga- 
rette business. 

Mr. YEamMaANn. Yes, sir. 

Mr. Curris of Nebraska. Now, about the purchase of tobacco, can 
any purchaser go to a tobacco market and buy tobacco below the sup- 
port price ¢ 

Mr. Yeaman. Below the support price ¢ 

Mr. Curtis of Nebraska. Yes. 

Mr. YEAMAN. No. 

Mr. Curtis of Nebraska. In that regard, a small manufacturer 
stands in the same position as the large manufacturer ? 

Mr. YEAMAN. Yes, sir. 

Mr. Curtis of Nebraska. And with most commodities, the more pur- 
chasers there are the better the market will be, at least in the long run, 
is that correct ¢ 

Mr. Yeaman. I firmly believe that. 

Mr. Curtis of Nebraska. Are there any factors about tobaeco—and 
I do not know anything about it—that would make an exception to that 
rule, that the more purchasers the better the market ? 

Mr. Yeaman. I do not want to be facetious, Mr. Curtis, but I never 
heard the laws of economics of being repealed in favor of the manu- 
facturers of economy cigarettes. I do not think there is any difference 
in terms of the economic factors and competition for the manufacturers 
of economy cigarettes than anybody else. 

Mr. Curris of Nebraska. That is all, Mr. Chairman. 

The CHamman,. Are there further questions ? 

Mr. Boees. Mr. Chairman, I have a few questions. 

The CHairman. Mr. Boggs will inquire. 

Mr. Boggs. Mr. Ragland, in connection with Mr. Cooper’s examina- 
tion where you brought out the number of people or companies en- 
aged in the manufacture of cigarettes, how many companies were 


a 
engaged in the manufacture of cigarettes in 1932? 

Mr. Raeuanp. There were a number of additional companies that 
are ho longer engaged in that business. I have in mind two of them: 
The Axton-Fisher Tobacco Co. is no longer in business, and the 
Christian Peper Tobacco Co. is no longer in business, and the Penn 
‘Tobacco Co. is no longer in business. 

Mr. Boas. I believe you testified here that there are only five manu- 
facturers of so-called economy brand cigarettes at this time, is that 
correct ¢ 

Mr. Raguanp, No, sir. T said that there are only three manufac- 
turers of economy brand cigarettes. There are five member companies 
of our small trade association who manufacture cigarettes, but only 


three manufacture economy brands. 
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Mr. Boees. In 1932 how many manufacturers of economy cigarettes 
were there ? 

Mr. Raeuanp. I would say that there were around 7, or possibly 8. 

Mr. Boees. So that the number has dropped from 8 to 3. 

Mr. RaGianp. Yes, sir. 

Mr. Boaes. And these companies have just disappeared and gone out 
of business. 

Mr. RaGianp. | mentioned the Penn Tobacco Co., Christian Peper 
and Axton-Fisher who have gone out of business. I think some of the 
others who at that time manufactured economy brands have been 
fortunate enough to find the sales of their higher price cigarettes 
<elling so well that the profits which come from the sale of economy 
brands no longer interest them. 

Mr. Boees. Who in your opinion is primarily opposed to the enact- 
ment of this legislation ? 

Mr. Rac tanp. Mr. Boggs, may I answer that by saying that folks 
who do not manufacture economy brand cigarettes. I am not trying 
to be cute, sir, but it seems to me—if I may answer it this way—that 
if I, as a manufacturer, for example, had one third or any substantial 
percentage of the higher price business today, I would not be interested 
in manufacturing economy brands and making a lower profit. 

Mr. Boces. Would you say that this group of 28, or however 
inany there are, reflect any difference in the degree of opposition. 
Would you suggest that maybe some companies are more opposed 
than others, and if so, which / 

Mr. Racianp. That is a very embarrassing question because I do 
not know the answer. But I would answer it this way, that I would 
say that the companies who had the greatest share of the high priced 
and better profit cigarettes would be more opposed. 

Mr. Boces. Which ones is that ? 

Mr. Racianp. In the number of higher price cigarettes sold, Mr. 
Wooten savs the American Tobacco Co. is number one, and number 
two is R. J. Reynolds Co. 

Mr. Bogés. Does the American Tobacco Co. oppose this bill 4 

Mr. Racianp. [ have not heard any of their representatives express 
an opinion. 

Mr. Boces. Do they have any one here today? I do not know, I 
am just curious about it. 

Mr. Raauanp. Not that I know of, s 

Mr. Boces. Is the Reynolds Tobaceo Co. in favor of this bill? 

Mr. Racuanp. I have never heard them support it. 

Mr. Bocas. Are the ‘Vv op posed to it? 

Mr. Racianp. I do not know, sir. 

Mr. Bocas. Are they represented here today ¢ 

Mr. Racianp. I do not know, sir. 

Mr. Boges. What, in your opinion, accounts for the opposition to 
this bill? 

Mr. Ragianp. The only conceivable opposition I can think of would 
be in line with what I stated a little earlier, that when you have 
something you don’t want somebody else to take it away from you. 

Mr. Boces. Who were the defendant companies in the last anti 
trust case? 

Mr. Racuanp. It was referred to as the American Tobacco Co. 
et al. Mr. Yeaman, perhaps, can again give you the names of all 
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the companies who were listed as defendants. That is, all the manu- 
facturing companies. 

Mr. Yraman. I believe the convicted companies were R. J. Rey- 
nolds. the American Tobaceo Co. and Liggett & Mye rs. Certain 
other defendants pleaded nolo contendere and accepted fines and were 
never convicted. As a matter of fact, they were not even on trial. 

Mr. Boces. What is the effect of being in a position to spend rela- 
tively large sums of money competitively speaking for advertising / 

Mr. Yeaman. Would you repeat that, sir 

Mr. Bocas. Let us say that Company X is able to spend $100,000 
for advertising and Company Y is able to spend $10 million. Does 
that have any effect upon sales ¢ 

Mr. Yeaman. Yes, a very strong effect. One would certainly ex- 
pect Company Y to dominate in roughly the ratio of its advertising 
expenditure to its weaker competitor. There may be an exception to 
that, but asa general proposition I think it would be true. 

Mr. Bogus. As a matter of fact, it is very difficult indeed, is it not, 
to move cigarettes unless you advertise them / 

Mr. Yeaman. We have found it so. 

Mr. Boges. Is it not just as logical to assume, as Mr. Simpson said 
here this morning, in connection with the examination of Mr. Folsom. 
that there could conceivably be an increase in revenue as a result of 
the enactment of this bill? 

Mr. Yeaman. We consider, Mr. Boges, that one of the factors that 
must be taken into account in determining the effect on Federal reve- 
nues of this bill is the probable expansion of the consuming market. 
The answer to your question is a flat “Yes.’ 

Mr. Boces. Would you say that it was a fair conclusion to reach 
that the figures included in the re port on this bill, if they are accurate, 
would be based on the antic ipation of the present ¢ 

Mr. Yeaman. I do not see how they can be otherwise. 

The highest percentage of the total consumption represented 
economy cigarettes occurred at a time when the national income— 
not at an all time low, because it had been lower all through our earlier 
history, but when it had taken a terrific dive and when unemploy- 
ment was at the highest we have ever seen. 

Mr. Boees, That is the fundamental basis in the assumption of the 
‘Treasury Department, is it not / 

Mr. YEaMAN. I don’t see how the report could have been rendered 
otherwise. May I go back to the question you asked a moment ago 
with respect to the expansion of the market, taking three cities as 
ee il—Manchester, N. H.: Richmond, Va.: and Washington. 
ID). C_—and these figures are taken from the Bureau of Labor Statis- 
tics’ survey for 1947. 

E xpenditure by families—the most recent we could find—families 
hs aving income of from $1,000 to $2,000 spent on the average about 

$30 a year for cigarettes. Where that income was $2,000 to $3,000, 
the average was about $50 per year. Where the average was $3,000 to 
$4,000, it was close to $60 as an annual expenditure for cigarettes. 

Now, if the family in the $1,000 to $2,000 income bracket had avail- 
able, let us take $28.63 which was spent in Manchester, N. H.—that 
family could in 1 year consume 206.4 packages of cigarettes instead 
of smoking 149 packages. 
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Now, if that is true, the saving to the Treasury is something like 
$11.95 per year in excise taxes. 

Is that pertinent to your question / 

Mr. Boaas. I think it is, yes. 

Mr. Yraman. Also, all the available figures which I referred to 
a moment ago indicate that there is a decrease in the use of roll 
vour own tobacco when an economy cigarette is available, and the 
saving to the Treasury in terms of pounds of tobacco consumed 1 
about $1.16 per pound. 

You see, smoking tobacco is taxed at the rate of 10 cents a pound. 
For every pound of tobacco smoked in cigarettes instead of what 
we call manufactured tobacco, the Treasury Department picks up 
$1.16. 

I think the Treasury report, while very fair in expressing only as: 
sumptions, neglected four very important considerations, 

First of all, one which has not been mentioned up to now, the fact 
that the cigarette market is increasing at the rate of about 4 percent 
per year anyway. 

Second, the effect of broadening the market, which you have just 
asked about. 

Third, the effect of shifts from roll your own to manufactured 
cigarettes, about which we have just talked. 

And last and what seems to me to be almost explicit in the Treas- 
ury report, that they make their assumption predicated upon a de- 
pression economy. 

Mr. Boaes. Now, going back for a moment again to Mr. Cooper’s 
inquiry, there was some discussion here about the position of the 
Secretary of Agriculture. I think it was developed that Secretary 
Anderson had reported favorably on this legislation. 

Is my recollection correct that in 1950 when we last had this bill up 
that Secretary Brannan took no position either for or against. Is 
that right ? 

Mr. Racianp. That is my understanding, Mr. Boggs. 

Mr. Boages. That is my recollection of it. My recollection is that 
the Department of Agriculture came in and was neither for nor 
against the legislation, something like the Treasury Department on 
some of these measures now. 

That is all, Mr. Chairman. 

The Cuarman. Mr. Mason will inquire. 

Mr. Mason. Mr. Ragland, I want to first compliment you on the 
conciseness of your statement. Even a schoolteacher can understand 
what you are driving at. I have just 2 or 3 questions to ask and | 
do not know anything about growing tobacco. They do not grow it 
around where I come from. 

First, if I grow tobacco on a fairly large scale, 10 acres or so is 
large, would I produce all first grade tobacco or all second grade to- 
bacco, or some first, some second, some third, and some way down? 

Mr. Racuanp. I think you have answered your own question. The 
latter would be true. 

Mr. Mason. That is, every farmer that grows tobacco must grow, 
as a result of various conditions, different grades of tobacco. 

Mr. Raeuanp. You have the small leaves at the top of the plant, 
and vou have the largest at the bottom of the plant and they have 
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grown large because they are the oldest leaves, and you have branches 
in between. 

Mr. Mason. Then the farmer has to sell the low grade, the middle 
grade, and the highest grade, does he not ? 

Mr. Racuanp. In order to realize the greatest benefit from his 
crop; yes, sir. 

Mr. Mason. Then it seems to me that any tobacco farmer with a 
guaranteed price for the different grades could not be hurt by this 
legislation. 

Mr. Raeianp. That is certainly the way we look at it, Mr. Mason. 

Mr. Mason. Now, the second thing, as ‘the bill is worded, 13 cents 
is guaranteed as the ceiling price of economy brands if you want to 
get the advantage of the favorable tax that is contained in this 
bill. 

Mr. Racianp. Yes, sir 

Mr. Mason. So that you could not raise it to 1314 or 14 cents 
because then you would lose the favorable tax, is that correct ? 

Mr. Ractanp. That is correct, sir. 

Mr. Mason. That is all, Mr. Chairman. 

The Cuarrman. Mr. Goodwin will inquire. 

Mr. Goopwin. Mr. Ragland, my memory goes back to the days 
when the girls never smoked cigarettes and ‘the boys only smoked 
them behind the barn or some other secret place. My recollection is 
that there was no such thing then as a Big Four, but as I recall it 
hazily there was a Big One. 

Whatever became of the old Sweet Caporal ? 

Mr. Raeuanp. That brand, I understand, is still manufactured 
either by the American Tobacco Co. or Liggett & Myers. 

I don’t want to do an injustice to any one of those manufacturers, 
but I would believe it would be safe to say that it is now manufactured. 
to whatever extent, by either the American Tobacco Co. or by Liggett 
& Mve Ts. 

Mr. Saptax. Mr. Chairman 

The C HAIRMAN. Mr. Sadlak will inquire. 

Mr. Sapiak. Unlike my colleague, Mr. Mason, who was a school- 
teacher, I had a little experience with tobacco, working primarily 
during summer vacations as a boy in Connecticut. But I know little 
about the particular type of tobacco we are dealing with here today 
inasmuch as all my experience had been with other types. 

However, like Mr. Goodwin remembering Sweet Caporal;: I still 
remember them. 

Now, I wish you would again give me the names of the particular 
brands of cigarettes which you manufacture. I think I could better 
then associate this problem. 

Mr. Raeuanp. I take it, Mr. Sadlak, that you are asking about the 
economy brands ¢ 

Mr. Sapiak. Yes. 

Mr. Racianp. Mr. George’s company, Larus & Bro. Co., manufac- 
ture Domino cigarettes. I think that is their leading, if you want to 
call it that, economy brand. I daresay they have numerous brands. 
but to the best of my knowledge—Mr. George could answer that 
question more directly than I. 
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The Domino cigarette is the principal economy brand manufactured 
by Larus & Bro. Co. 

“Mr. Yeaman’s company, Brown and Williamson Tobacco Corp, 
manufacture Wings cigarettes. That is their largest selling, so I 
understand, economy brand cigarette. They have another one by 
the name of Avalon. 

Mr. Stephano has an economy brand cigarette known as Marvels, 
and I believe that is his only economy brand. 

Mr. Sapiak. Let me ask you this question: Do the members of the 
Big Three, Four, Five, or Six, as I have heard associated here today, 
in addition to their primary or standard brand, also manufacture an 
economy size brand ¢ 


Mr. Racuanp. Mr. Sadlak, if I may, sir, there is really no difference 
in the size. They all contain less ine an iam pounds of tobacco per 
thousand, but the standard size cigarette is approximately 70 milli- 


meters in le ngth and your king size, which seems to meeting with such 
favor, is around 85 millimeters in length. 

Mr. Sapiak. I did not actually mean the size; I mean a lower price. 

Mr. Ractanp. I don’t believe that any of the larger manufacturers 
produce any economy priced cigarettes today, not to my knowledge. 

Mr. Sapiak. Thank you very much. 

The Cuairman. Are there any further questions ? 

Mr. Baker will 1 pen 

Mr. Baker. Mr. Sadlak partly covered my thoughts. 

You do not think that any of the Big Five m: :nufacturers manufac- 
ture this so-called economy priced cigarette ? 

Mr. Ragianp. I do not believe that any of them today sell an 
economy priced cigarette. 

Mr. Baker. You talked about the king size. Chesterfield has gone 
into the king size now, has it not ? 

Mr. Racuanp. I understand they have; yes, sir. 

Mr. Baker. That is Liggett & Myers. 

Does Reynolds have a king size? 

Mr. RaGranp. They have one, I think. Yes, sir. 

Mr. Baxer. I had heard somewhere that Reynolds had an economy 
brand. 

Mr. Racianp. Not to my knowledge. They didn’t certainly back 
during the time of this depression period in the thirties that we have 
been talking about when the economy brands really came on the mar- 
ket and met with the favor of the low income consumers. 

Mr. Baker. You say the Reynolds Co. does have a king size 
cigarette ¢ 

Mr. Raguanp. Yes, sir. I believe the name is Cavalier 

Mr. Baxer. They do put out the Cavalier cigarette 

Mr. Racuianp. Yes, sir. 

Mr. Baker. How does that sell ? 

Mr. Racuanp. I think that sells at the same price as their other 
cigarettes, 

Mr. Baker. The same price as Camels? 

Mr. RaGianp. Yes, sir. 

Mr. Baker. What about American! Do they have a king size? 

Mr. Racuanp. Yes, sir. 

Mr. Baker. We have not had a witness here from these companies. 
I would like to know. 
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Mr. Racuanp. I feel this way about cigarettes, Mr. Baker: They 
are all good and I have no hesitancy in giving them whatever plug I 
can. I want more people to smoke cigarettes. 

Mr. Baker. You misunderstood my question. I say, there may 
not be representatives of these companies to testify. 

Mr. Racianp, The American Tobacco Co. or the American Cigar 
Co. makes Pall Mall cigarettes, one of their subsidiaries, the Ameri- 
can cigarettes, and I believe the American Tobacco Co. makes Herbert 
Tareyton cigarettes. 

Mr. Baker. Do Pall Malls retail on a level with Luckies? 

Mr. Racianp. I believe they are priced just a few cents higher, but 
IT am not sure about the price, but they are on that same price level. 

Mr. Baker. And Cavalier, the king size of Reynolds, sells on a 
level with Camels? ; 

Mr. Raguanp. Yes, sir. 

Mr. Baker. And the so-called king size Chesterfields sell at the 
same price as the regular package of Chesterfields ? 

Mr. Racianp. I think they are priced a few cents higher. 

You are speaking of Chesterfields now ¢ 

Mr. Baker. Yes. 

Mr. Racrianp. I believe they are priced a few cents higher than 
the standard size Chesterfield. 

Mr. Baker. Of the Big Three, so far as you know, the only one 
that has actually entered the so-called economy field, let us say re- 
cently, under a different name, would be Reynolds? 

Mr. Raguanp. I would hesitate to say that, sir. Reynolds have for 
a number of years now. 

Mr. Baker. How do Cavaliers compare in price? 

Mr. Racuanp, They are the same price level as the Camels you 
spoke about. 

Mr. Baker. Then they were the first king size probably to come 
out ¢ 

Mr. RaGianp. No, sir; I would say, speaking of the companies, 
that we mentioned, that Pall Malls were about the first king size. 

Mr. Baxer. Of course, that is an old, old cigarette. 

Mr. Racianp. Yes, sir. 

Mr. Baker. Here is what I consider an important question: If 
this bill passes, what do you think the Big Three or the Big Five will 
do, enter on a large scale in the economy size cigarette field? 

Mr. Yreaman. I would like to answer that question as a manu- 
facturer. 

I can see no earthly reason why they would enter into it. They 
enjoy 85 percent of the business today and cigarettes haven’t a high 
margin of profit. They operate under established earnings and 
dividend policies which I can hardly see them leaving. 

They have the available money to support their standard price 
brands of avertising and why they would, permit me, give up a great 
big red juicy apple, as we say down in Kentucky, for a little green 
apple, I don’t know. I cannot conceive of any reason why they would. 

Mr. Baker. I believe that is all, Mr. Chairman. 

The CHamman. Mr. Curtis. 

Mr. Curtis of Missouri. I do not know whether you were here this 
morning when I asked the Under Secretary of the Treasury certain 
basie questions on what I understood were pretty sound economic 
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principles and he answered by saying that the tobacco industry was 
quite a bit different and that those principles did not apply. 

I do not know the tobacco industry very well at all, but in one of 
these statements I suggested that minimizing differences in price 
other than through the operation of a free market would cut dow: 
the tax base and so ultimately the tax take, and he suggested that the 
tobacco industry was different from other industies and that general] 
principle would not apply. 

Secondly, ] suggested that lower prices increase consumption, 
assuming the cost-of-living index remains the same. The Unilet 
Sec ‘retary said that lowering cigarette prices would not incre ASE con 
sumption. He modified the statement by saying “substantially,” but, 
again, if I recollect, he stated that the tobacco industry made this 
thing a little bit different. 

And the third, which does surprise me, the Under Secretary's 
statement that competition decreased the tax take and a monopoly 
would increase it. 

You being familiar with the tobacco industry, I wonder if vou 
would give me your judgment as to whether you think those economic 
principles would apply in the tobacco industry, or if there would be 
some modification. 

Mr. Racianp. Mr. Curtis, I don’t see and no one to whom I have 
spoken has ever been willing to say that a lower-price product would 
do anything but expand the market, and I disagree respectfully with 
the Under Secretary’s remarks this morning in that respect. 

I do not think the tobacco industry is a bit different from any other 
industry, in that whenever you introduce a lower-priced product: you 
bring up as consume ‘rs those people with lower incomes. 

Mr. Curtis of Missouri. + 0s about the statement that competition 
entering the business would decrease the tax take? That was modified 
somewhat by saying it would be based upon a possible price war. 

I wonder if you would comment on that. 

This is just regular corporate income taxes that the Under Secretary 
suggested would be cut down if this competition were applied. 

Mr. Raetanp. Mr. Curtis, I cannot understand why competition 
would rear its ugly head to the extent of causing a loss of revenue. 
I predicate that statement on the realization of today’s healthy eco 
nomic conditions, our prosperity today. 

One of the biggest hurdles that the manufacturer of any low-priced 
product has to jump over is to get consumer acceptance of a brand 
name which is associated with a cheap price, if you will, a price lower 
than that which the majority of one’s friends use. 

Now, I happen to have been with Larus & Bro. Co. back when the 
first economy brand was put on the market and I well remember the 
difficulty that I had trying to convince people who were making less 
money than I was—and I was making about $28.50 a week then—that 
they ought to smoke this 10-cent cigarette and save themselves som« 
money. 

Invariably their inner pride will say, “I wouldn't let my friends see 
me smoking a cheaper product like that. 

Back in the thirties, and getting directly to your question, the de 
pressed conditions of our country, did drive a lot of people away from 
the high-priced brands. 
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Mr. Curtis of Missouri. That was not the competition that did that. 
That was the economy of the country. 

Mr. Racuanp. But Tam leading up to that competition that did come 
into play at that time. 

With this decrease in prosperity or increase in depression, the 
economy brands spurted up rather quickly percentagewise. 

As soon as they were made available to these poor people who could 
not afford to buy the high priced cig irettes, the ones who had been 
forced into rolling their own cigarettes, the consumers definitely rolled 
their own tobacco or went into the economy brands, which were 
factory-made cigarettes. 

At that time—and the record is pretty clear on this—several of the 
larger companies thought they saw their business going out the win- 
dow so instead of coming out with a competitive cigarette of another 
brand name, they reduced the prices of their cigarettes which, as I 
said before, they had aribtrarily raised in 1931. 

In January and February 1933 the larger manufacturers cut the 
price of their cigarettes down to the point where they could be forced 
to sell at an identical price with the 10-cent brands and that im- 
mediately threw a monkey wrench into the progress of the economy 
brands. 

Now, once they thought that they had effectively checked this op- 
position they started raising the price again. That is all a matter of 
record in the Lexington, Ky., court trial. 

Mr. Curtis of Missouri. In other words, if there were a price war 
vou are saying that there could be a loss of revenue to the country, but, 
on the other hand, there is a question of whether that would be a legal 
operation on their part ? 

Mr. Racianp. What I meant to imply and did not say was this, Mr. 
Curtis: First of all, conditions today are such that it is inconceivable 
that with the enactment of the Simpson-Boggs bill the volume of 
cigarettes sold by the economy brand manufacturers would reach such 
proportions as to cause any uneasiness on the part of the standard 
brand manufacturers. That is No. 1 

No. 2, I think that memories are still pretty fresh as to what was the 
result of their having tried to choke off this competition by reducing 
the price of their high-priced cigarettes back in 1933, so I think for 
those two reasons there is very little likelihood, no matter what any- 
body says, that these bigger companies will enter the economy brand 
held. : just cannot see it. 

Mr. Currts of Missouri. Thank you. 

Mr. Chairman, I want to express the hope, too, that representatives 
of this Big Five will testify in this hearing. They have been the un- 
seen people around here. Some of them have talked to me and I think 
their testimony is needed, particularly to answer some of these ques- 
tions. 

If we are going to lose revenue through some possible threat of 
theirs, if they are going to enter a price war, I think this committee 
should know it. 

The - AIRMAN. Mr. Jenkins. 

Mr. Jenkins. Mr. Chairman, let me ask one question. 

I Paks a compili ition here with reference to the standing of these 
various corporations and cigarette manufacturing companies. I do 
not want to put this in the record, if I am wrong, so I should like to 
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find out all the facts. This article that I have says that in 1951, the 
American Tobacco Co. produced on the basis of number of cigarettes 
30.9 billion. 

In 1952 it produced 3 2 billion. 

Then it goes on down. No. 2 is R. J Reynolds. No. 3 is Liggett & 
Myers. No. 4 is Philip Morris, and No. 5 is Brown & Williamson. 

T think somebody testified Brown & Williamson was rated sixth. 

Mr. Yraman. Yes, sir; Brown & Williamson is sixth according 
to these estimates in terms of sales in the United States. We do have 
a sizable business of enyort ing cigarettes and the figures you read re 
flect our export busines 

I believe we are fifth in the industry if you include our export busi 
ness and we are sixth in the industry in production for domestic con 
sumption. 

Does that clear it up, Mr. Jenkins? 

Mr. JENKINS. I want to get this straight again. What I have puts 
Brown & Williamson ahead of Lorillard. Maybe if you asked Loril 
lard they might say that their exports are not computed in there, 
either, 

Do you know? 

Mr. Yraman. These are the production and consumption figures, 
are they not? 

Mr. RaGuanp. That is correct. 

Mr. YEAMAN. This is the total output by companies for domestic 
consumption, that is, tax paid, Mr. Jenkins, for 1952: The American 
Tobacco Co, produced 141 billion; the R. J. Reynolds Tobacco Co. 
produced 115.5 billion; the Liggett & Myers Tobacco Co. produced 
48.7 billion; the Philip Morris Co. produced 40.8 billion; and 
P. Lorillard produced 25.2 billion, for a total of 401.2 billion. AJ] 
others are 39.2 billion. 

I have just been corrected, and I therefore want to correct the rec- 
ord. The figures I have read include export business. If you will 
turn now to the cigarette output by companies, the production of the 
cigarette companies, tax paid, in 1952 was: The American Tobacco 
Co., 129 billion; R. J. Reynolds, 107 billion; Liggett & Myers, 72.2 
billion; Philip Morris, 37.5 billion; P. Lorillard Co., 24. 4 billion; 
Brown & Williamson Tobaceo Corp., 23.2 billion. 

So returning to my original answer, my company is presumably 
sixth in tax-paid production; it is presumably fifth in total produc- 
tion. 

Mr. JENKINS. That is about what I have here, too. 

Let me ask you one other question. In reference to this bill, H. R. 
1417, as I understand it, you have testified here that you favor the 
tax on an ad valorem basis. 

Let me ask you this question: As I understand it, H. R. 1417 would 
impose a tax of 5.8 cents ona package selling at 13 cents. 

Mr. Yraman. Yes, sir; which is 42 percent of the price paid by the 
consumer. 

Mr. Jenkins. You are going to impose a tax of 5.8 cents on the 
13-cent package, and then you are going to impose an 8-cent tax on 
a 1314-cent package. 

Mr. YEAMAN. That would be true if anybody made such a cigarette, 
but there is no such cigarette and there never will be. 
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Mr. Jenkins. There are cigarettes that sell 2 packs for 27 cents, 
are there not? That thirteen and a half cents that we talked about 
here is absorbed there, and is covered in the selling. 

Mr. Yraman. Mr. Jenkins, the bill as drawn is in terms of a 
product manufactured to sell at 13 cents or more than 13 cents. 

Now, when a retail outlet chooses to engage in a price-cutting war 
with its neighbor across the street; yes, sir, you might have a package 
of Camel cigarettes selling for less. 

Mr. Jenkins. However, if H. R. 1417 were passed 7 would impose 
a tax of 5.8 cents a package on cigarettes selling for 13 cents. That 
is almost 6 cents. 

Then it would impose a tax of 8 cents on cigarettes selling at 1314 
cents. 

Mr. YeamMan. That would be true, sir. 

Mr. Jenkins. There is only a half cent between the selling price 
there, but nearly 3 cents between the tax. 

Mr. Yeaman. That would be true. 

Mr. Jenkins. How do you justify your program on that? You 
are in favor of an ad valorem basis. There is about a 30-percent 
disparity. 

Mr. YeaMAN. In practical effect there is no disparity because there 
are only two prices of cigarettes so far as I am personally concerned. 
I am from the State of New Hampshire and it follows exactly the 
cigarette pattern and follows it on a purely ad valorem basis. 

I would be perfectly willing to see the Congress set the tax at 44 
percent of the intended retail selling price. I think the Bureau of 
Internal Revenue might object to it very strongly because it would 
be extremely difficult to administer and in practical effect there are 
two pr ice ¢ F isses of cigarettes. 

There are cigarettes selling today for 18 or 19 cents a package, and 
there are cigarettes selling for 15 and 16 cents. 

Mr. Jenkins. That is what we mean by the ad valorem duty. It is 
a duty on the price. 

If there is a tax of 5.8 cents on a package of cigarettes that sells at 
13 cents, then there ought not to be very much more on a package that 
sells at 1314 cents, but you jump from 5.8 cents clear up to 8 cents a 
package. 

Mr. Yeaman. Because there are only two price classes of cigarettes. 

a Jenkins. I do not think you can argue here so vigorously that 
you are all great defenders of the ad v: alorem tax. 

Mr. Y EAMAN. Perhaps we should have called it a graduated tax as 
in the case of cigars. 

Mr. Jenxrns. That would be essentially different. 

That is all, Mr. Chairman. 

The CHatrman. Mr. Cooper. 

Mr. Coorer. Mr. Chairman, let me ask another question for infor- 
mation here. 

I certainly do not want to embarrass you now. Mr. Ragland, are 
you in the cigarette manufacturing business? 

Mr. Racianp. I have been associated with it for 22 years, Mr. 
Cooper. ; 

Mr. Coorer. But you appear as a representative of the association 7 

Mr. Racgianp. Yes, sir. 
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Mr. Coorer. Are you with 1 of these 3 companies here ¢ 

Mr. RaGuanp. No, sir: I appear as a representative of the associ- 
ation. 

Mr. Coorer. Tam just asking for information here. Iam not trying 
to embarrass you. IT believe Mr. Yeaman is counsel for his company. 

Mr. YEAMAN. Yes, sir. 

Mr. Coorrer. With that preface, 1 would like to ask these other two 
men a question, and I understand they are in the actual manufacturing 
business of cigarettes: is that right ? 

Mr. STEPHANO. Yes, sir. 

Mr. Coorer. Both of you? 

Mr. Grorce. Yes, sir. 

Mr. Cooper. I would like to direct this question to you: What is the 
percentage of the cost of leaf tobacco in the manufacture of cigarettes / 

Mr. SrerHano. My general manager, Mr. Wood, is here. May I 
ask him to come here and answer that question / 

Mr. Cooper. You mean you are in the manufacturing business of 
cigarettes and you do not know that ? 

Mr. SrePHANO, I am in the selling business, not the manufacturing. 

Mr. Wood is in charge of manufacturing. He is our expert. 

Mr. Coorrer. All right. 

The CHairMan. State your name for the record. 

Mr. Woop. My name is James E. Wood. I am general manager 
of Stephano Bros. 

Mr. Cooper. My question is, then, what is the percentage of the 
cost of the leaf tobacco in the manufacture of cigarettes / 

Mr. Woop, Otfhand I would say it is 20 percent. You are talking 
about including the tax, are you not / 

Mr. Coorrer. I mentioned earlier three major items in the cost of 
manufacturing. Qhne is salaries and wages, then the cost of the raw 
materials, and then taxes. 

Taking the raw material or the leaf tobacco, what is the percentage 
of that in the production of cigarettes / 

Mr. Woop. The cost of our leaf, taking our cost price, not including 
the tax, is about 40 percent. 

Mr. Cooper. About 40 percent ¢ 

Mr. Wor D, Yes, sIr. 

Mr. Cooper. What would be your estimate on that / 

Mr. Grorcr. Mr. Cooper, I am not in charge of the manufacturing 
department. I do not have that information. However, it would 
be somewhat similar to Mr. Stephano’s. I would estimate it would 
be similar. 

Mr. Cooper. In other words, the cost of the leaf tobacco in the 
manufacture of cigarettes you think would be about 40 percent 4 

Mr. Grorce. Yes, sir. Here is a little pamphlet that I ran across 
that is published by one of the largest companies. It has a break 
down of just how that package of cigarettes sells for 21 cents, includ 
ing State tax. This would allocate 3 cents to State and city taxes, § 
cents to the Federal Government, 3 cents to the distributor, 4 cents 
to the manufacturer, and 4 cents to the farmer. 

Mr. Coorer. I am greatly surprised that you gentlemen in the 
manufacturing business of cigarettes cannot give me more definite in 


formation on that point. 
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I just invite your attention to the hearings before the Ways and 
Means Committee of the 81st Congress, 1949-50. On page 1420 my 
good friend and colleague, Mr. Boggs of Louisiana, stated: 


Mr. Chairman, I do not have a question, but I would like to make a unanimous 
consent request. 

The CHAIRMAN. Mr. Boggs. 

Mr. Boacs. I have here a full study made of the tobacco tax structure by the 
Treasury Department as of February 27, 1948, which has been revised to include 
statistics available as of this date, and I ask unanimous consent to insert it in 
the record at this point. 

That was during the hearings on the revenue revision of 1950. 

Turning on over here, in that Treasury Department statement that 
Mr. Boggs had inserted in the record, it says here under the heading 


“Costs and Prices” 
Tobacco leaf represents the largest part of cigarette manufacturing costs. 
Then down here in the footnote it states: 
The current trade estimate places the tobacco cost at about 55 percent of the 
manufacturer's selling price, exclusive of tax. 
And then in parenthesis it says: 
Standard and Poor’s Industry Surveys, Tobacco, March 24, 1949. 


According to that report from the Treasury Department the cost 
of the leaf tobacco is about 55 percent of the cigarette-manufacturing 
cost. 

Are you prepared to disagree with this Treasury report in that 
respect / 

Mr. Yeaman. I expect that that difference is due to increased labor ; 
wouldn't you think, Mr. George ? 

Mr. Grorer. I don’t think that much. 

Mr. Boces. Mr. Cooper, will you yield ? 

Mr. Coorrer. Yes. 

Mr. Boces. At this point I would like to ask unanimous consent to 
make that same report a part of this hearing. 

The CuatrMaAn. Without objection, it is so ordered. 

(The material referred to is as follows :) 


FEDERAL EXCISE TAXES ON TOBACCO 


(Division of Tax Research, Treasury Department, February 1948—Revised to 
include statistics available February 1950, Tax Advisory Staff of the Secretary, 
Treasury Department) 


One of the important questions in tax revision concerns the changes to be made 
in the extensive list of excise taxes. This study is one of a series on the com- 
modities and services subject to excise tax. The purpose of the studies is to make 
available data on tax rates, revenue and the economic background of the industry 
and to discuss the effects of the tax on profits, business costs, competition and 
consumers. The administration of the tax and the principal technical problems 
that arise are also considered. The studies are not intended to make policy 
recommendations but to provide information and analyses which would be useful 
in appraising the desirability of revising the taxes. 

The study was prepared in the Excise Tax Section of the Division of Tax 
Research. In its preparation valuable assistance was received from other mem- 
bers of the Treasury tax staff, including the Office of Tax Legislative Counsel on 
legal matters and the Bureau of Internal Revenue on administrative matters. 
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Part I. Exctse Tax ON CIGARETTES 


I. DESCRIPTION OF THE TAX 

The tax is imposed on cigarettes, which are defined as rolls of tobacco or an) 
substitute therefor wrapped in paper or any substance other than tobacco. The 
tax differs according to the weight of the cigarettes. Those weighing not more 
than three pounds per thousand, commonly referred to as “small cigarettes,” 
bear the lowest rate.’ 

The tax applies to cigarettes upon removal from the place of manufacture or 
upon release from customs custody, or upon sale if prior to such removal or 
release. 

The tax is payable by the manufacturer or importer and is paid by purchasing 
tax stamps to be affixed to the packages prior to removal from the factory or 
upon release from customs custody. 

Exemptions from tax are provided on withdrawals for: 

1. Export. 
2. Use as sea stores. 
3. Use of the United States Government 
States). 
4. Personal consumption by employees of the manufacturer.’ 


(but not for resale in the United 


Il. CHANGES IN THE TAX SINCE 1913 

Cigarettes have been subject to excise taxation since 1864. The only important 
changes made in the tax since 1913 were the rate increases made during each 
world war. The tax rates and effective dates of the changes since 1913 are 
shown below: 


Changes in tar rates since 1913 


[Per thousand cigarettes] 


Rate 
Revenue Act Effective date 

Small Large 

cigarettes ! cigarettes 
Dec. 31, 1913 $1. 25 $3. 60 
1917 Nov. 2 2.05 420 
1918 Feb, 25, 1919 3.00 7.20 
1940 July 1 3. 25 7.8 
1942 Nov. 1 | 50 8. 40 


1 Weighing not more than 3 pounds per thousand 
2 Weighing more than 3 pounds per thousand 


Fiscal year 


Collections, fiscal years 1936 


If more than 644 inches in length. each 
tion thereof is counted as one cigarette and taxed at the rate applicable to small cigarettes 
on length was first made applicable on May 11, 1934, by the Revenue 


50 


{In millions] 


Collections 


| Fiscal year 


Continued 


23% inches or frac 
The limitation 


Act of 1934 


Collections 





1936 ...- eee Ca eee 

I ancstice eacaisahuticicsncatn 476. 0 1945 seed a 

ins ca et SL la ble 493. 4 1946 __ bi hadecho tidied ne 

1939 _ < ilideiia oan 504. 0 TI acing tnaceie asia aka ae 

1940 _- i ha 533. 1 1948 __- es — 
1941 _- Sihs Sais kcebiaes 616. 8 1949 . eidebks wn ; 
i ES iat a a Se 705. 0 1950 (estimated) 1, 250. 0 
BO ccexty ot kariecetk tice tanta : 835. 3 | 


There are are three distinct price classes for small cigarettes. 


IV. 


ECONOMIC 


BACKGROUND OF THE INDUSTRY 


The predomin- 


ant group is represented by the so-called standard brands and the next most 


————___ 


1The production of cigarettes weighing more than 


8 pounds per thousand is insignificant 


2 This exemption is 21 cigarettes per week, the same number as for cigars. 
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important group is the so-called economy brands.” The third group, which is 
relatively unimportant in the industry, consists of cigarettes featuring principally 
Turkish-type tobacco and selling above the price of standard brands. Some pro- 
igaurettes in all three of these price classes but for the most part 
each producer concentrates on one price Class. 





ducers make ci 


1. Character of supply 

1. Concentration of suppiy.—The total number of cigarette producers is small, 
and the industry has long been characterized by a high degree of concentration 
of business among a few firms.* In 1910 one company produced about 84 percent 
of the total cigarette output in the United States.’ Subsequent to the dissolu- 
tion of this company in 1911 by court decree, three of the successor companies 
continued to produce most of the cigarettes for many years.” The proportion 
declined substantially during the 1930's when two additional companies began 
production of standard brand cigarettes and the production of economy brands 
expanded considerably. Although the proportion represented by the three lead- 
ing brands has increased in recent years, it is still below its previous peak, 
(table 1). The two additional companies that entered the standard brand field 
have maintained a substantial volume of production, but the production of 
economy brands is now unimportant. 

The concentration in this industry had its inception in the early history of 
cigarette production. Nevertheless, there are certain economic characteristics 
which tend to result in a high degree of concentration. The principal factors 
which appear to contribute to this tendency are: (1) the economies of machine 
production, (2) the heavy capital investment required in relation to sales, par- 
ticularly in leaf-tobacco inventory, and (3) effective establishment of consumer 
preference by advertising. 

The suecessor companies that operated in the cigarette field after the dissolu- 
tion decree in 1911 were in a position to maintain leadership in the industry 





because they had the capital resources and established brand names. Large- 
scale advertising, the value of which had been established by the predecessor 
company, was continued. The development of a satisfactory tobacco blend 


apparently has not been a basic factor in limiting competition. “The tobacco 
used for cigarettes in the United States includes the domestic light type (flue 
cured, Burley, and Southern Maryland) and Turkish-type tobacco imported 
principally from eastern Mediterranean countries. Turkish tobacco is * * 

blended with domestic tobaccos to give the characteristic flavor of the popular 
brands of American cigarettes.” Prior to 1920, each of the leading producers 
had developed a Burley-bled cigarette, which became the popular type of 


cigarette 


rad brar ! } ' t i 















m “stan come to be sed to designate the brands sold at the 

ndard” price, or the price at which the bulk of cigarettes is sold The term “economy 

bas come to be used to designate the cigarettes which normally sell for less than 

he “standard” price Prior to the war, when economy brands were usually sold at 10 
nts per pack e, they were often referred to as “10-cent brands.” . 

(in Jar i 1. 1949, there were only 53 cigarette factories in oneration (Annual Renort 
the ¢ ioner of Internal Revenue for the Fiscal Year Ended June 30, 1949. p. 136 
The total number of companies is smaller because the larger comyanies operate several 

i Ne ill of the production is concentrated in the important tobacco-growing 
Stit of North Carolina, Virginia, and Kentucky 
Federal Trade Commission, Agricultural Income Inquiry, pt. I. 1988, p. 275 
These companies are American Tobacco Co R. J. Reynolds Tobacco Co., 
« Myer yhacco Co The production of these three companies reoched its highest ratio 
the ital in 19°21 when it amounted to approximately 91 percent (American Tobacco 
( apa Wt. vy. United States of America (328 U. S. 792-7938)) Considerable detailed 
nformatior upporting the above brief description of the strueture of the industry and 
ill be found in the proceedings on this case ; 
Inventor represents the principal physical asset of the cigarette companies and is 
proximately equal to annual Sales As of December 51, 1948, one of the largest com 
‘ eported ar ventory of $460,000.000 compared with total assets of $531,.000,000 
‘tT. S. Tariff Commission, Trade Agreement Digests, vol. VI, Tobacco and Manufacturers, 
0 Imported Turkish tobacco accounted for about 10 percent of the leaf used in 
ymestie cigarettes immediately before the war, but the proportion fell to less than 5 per 
by the end of the war.” 
mT S 799_792 











GRADUATED 





CIGARETTE TAX 


Unit sales of cigarettes by major brand groups, 1929 


[Billions of cigarettes] 











Number Present distributt 
Year 
| 12 3 r Econon All 3 OL my \ 
a } brand other 24 l brand 
Perce Percent I 
1420 119.00 10 0 6.70 &H.0 } 
gx 119. 60 104. 92 0.09 14.59 &7 
931 113. 40 100. 51 0.39 12. 50 SR 
932 103. 60 S a 1) 7s l ( 
; 111. 80 91 1 14 81.9 1 
1934 125. 60 Q7, 20 13.7 , 77 1.0 
1935 134. 60 101. 94 15.78 8X 7 
19236 153. 20 113.8 1 63 74 10.9 8 
037 162. 60 116. 91 f 8 71.9 12.1 
moo 163. 70 13. 84 5. 50 69 14.3 ( 
sy 172. 60 114.19 7 s2 RS tt 14.8 ( 
1940 SY { 1). 34 t } 10 t 11.4 4 
104] 17. 66 1 {9 9 ) 60. 04 2.2 10.2 
giz 257. 38 161. 2 16. 20 1 93 62.7 6.3 1 
194 ), 26 194.19 12.10 84. OT ( 4.1 0.4 
1044 2 St) 1 10 ) “o.¥ ; 
1945 00 290, 4 105 68 
104 2 00 271.0 SO. 94 77.0 5 ) 
1947 68.00 OW). 74 29 0 ; 
1948 87. 00 G8 AQ SS. 40 77.2 «<S 
lotal sales in years 1940-48; tax-paid sales in prior 
Totals not exactly comparable to Bureau of Internal Revenu ures but the data serve to ind 
relative importance of various brands 
Data for 1 company are for fiscal year ending Mar. 31 
4 Includes all exports and cigarettes given away for advertising purposes in years 1940-48 
5 Jn these years the amount of economy brand sales was small and was not reported in the publist 
estimate 
lrreasury Department, Tax Advisory Staff of the 
Source: Standard and Poor's | istry Survey lobacco,”’ Mar. 2 NY ble 8. Da r 1929-39 ar 
from record of Sherman Anti-Trust Act case against American Toba Co., Liggett & Myers Tobace> Ce 
and R. J. Reynolds Tobacco Co, in the District Court of the United 8 wr the Eastern Dists 
Kentucky For 1940-48 data are estimates by Standard & Por ( | 


2. Competition and price policy.—Competition appears in the cigarette industry 
between the standard brands as a group and the economy brands as a group, 
and also within each of these major groups. For a considerable period prior to 
1930 practically all production was of the standard-brand type and the basis of 
competition among the producers of this cigarette had become well established 
Each followed the policy of selling a similar product, yielding a substantial 
margin of profit, and supported by large advertising expenditures. This policy 
evolved in the early history of the cigarette industry after experience had indi 
cated that profits could be seriously affected by small changes in costs where 
cigarettes were priced on a narrow margin.” Each of the three leading com 
panies has concentrated its business in a popular brand and, with few exceptions, 
manufacturers’ list prices have been the same for ali standard brands. Experi 
ence had indicated that a significant increase in price for one brand alone had 
an adverse effect on its sales. The maintenance of a common price for standard 
brands at the manufacturers’ level also extends to wholesalers who have been 
influenced to sell the standard brands at a uniform price through various 
measures.” 

Although there have been conflicting claims regarding the difference in 
physical characteristics of the several standard brands, the large dependence 
upon advertising to maintain consumer preference would seem to indicate that 
competition within the standard-brand group is based to a substantial degree 
on name association. In the earlier history of the cigarette industry producers 


” Prior to about 1915 the principal brands of cigarettes sold at 5 cents per packnge 
Changes in tax rates, as well as changes in costs, made it difficult to maintain the 5-cent 
price In 1910 when the tax rate was increased to $1.25 per thousand the package size 
was reduced to 15 cigarettes and after the increase in the tax rate to $2.05 in 1915 the 
5-cent package was discontinued 

The most common methods appear to be the possible withdrawal of advertising allo 
ances or removal from the direct dealer list However, cigarette producers have not 
undertaken to maintain prices at the retail level but have encouraged price reductions at 
this level (147 F. 2d 104-106) 


$1444—55 5 
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promoted sales through the use of premiums, prizes, and other price-cutting 
devices. The present practice appears to be a more effective method of maintain- 
ing sales than price reductions involving comparable amounts.” 

Competition in the industry between the standard and economy brands is based 
largely on a price differential. The economy-brand competition developed after 
1931 when lower tobacco prices made it possible to provide cigarettes to sell for 
10 cents per package and lower levels of income provided a substantial market 
for the 10-cent cigarette. In June 1931 the manufacturers’ list price on standard 
brands was raised from $6.40 to $6.85 per thousand and retail prices were ad- 
justed upward (table 2). The sale of 10-cent brands expanded rapidly and by 
November 1932, reached an estimated 25 percent of the total cigarette sales 
(table 3). The larger producers did not engage extensively in the production 
of lower-priced cigarettes, but in 1933 reduced the price of standard brands 
substantially. Following this price adjustment the sales of economy-brand 
cigarettes were reduced to about 6 percent of the total. The profit margin on 
standard brands had been greatly reduced and the manufacturer’s price for 
these cigarettes was subsequently increased in 1934 and again in 1937. Follow- 
ing the price increase the producers concentrated on sales efforts to meet the 
competition presented by the lower-priced cigarettes. However, after the 


increase in price of standard brands the sales of economy brands again increased 
and continued to account for a substantial percentage until wartime develop 


ments affected their position 











TABLE 2 Comparison of manufacturers’ net prices after deducting discounts 
and Federal excise tax for standard and economy brand cigarettes, 1931-49 
Manufacturer et Spread between manu 
prices per thousand facturers’ net prices 
1) 
tandard I ny Per thou- | , 
bra I sand | Per pack 
Cents 
June 24 19 $3. 04 $1.19 $1.85 3. 70 
J i 2. 29 1.19 1.10 2. 20 
Fe 1 J 7. 1 L& 1.19 65 1. 32 
Jar 1934, t 19, 1937 2. 38 1.19 1.19 2. 38 
Jan. & lune 30, 1940 2. 51 1.19 1. 32 64 
Ju 194 in. &, 1942 2. 51 1. 20 1.31 2. 62 
Jan. 9, 194 Sept. 4, 194 2 1. 29 1. 22 2.44 
Se; 1943 Al 24 y4¢ > 51 1. 66 &5 1.70 
A 25 to ¢ 1946 2. 7¢ 1. 88 88 1. 76 
Oc 1¥4f July 21 d45 2.13 SS 1. 76 
July 22, 1948, to date 3. 3 2.14 1. 22 2. 44 
Ir ry De ent, Tax Advisory Staff of the Secretary. 
Sours Standard and Poor’s Industry Survey Tobacco, Mar. 24, 1949, sec. 2, p. T4-4 and Office of Price 
Adn tratio Price Schedule No. 62 


It has been estimated that advertising expenditures currently amount to about four 
tenths of a cent per package on standard brands This is substantially smaller than the 
price differential that appears to be necessary to stimulate the sale of an unadvertised 
brand 

18 328 U.S. 804—808. 











GRADUATED CIGARETTE TAX 63 


TABLE 3 Manufacturers’ sales of economy-brand cigarettes* as a percent of 


total sales of cigarettes, buy months, 1931-35 


M tl 193 132 1933 1934 ) 
| ¢ Pe Percent Percent I 

January 0. 2¢ » 23 16. 7F 10. 00 10.85 
February 27 5. 30 11. 60 1. 96 1.71 
March 2s > Zt U4 it) 43 fi 
A pril 27 6.1 8.55 Te 
Ma 23 6. 59 6. 43 1 2 
June 2s 12 7.03 | 
July 7 2. 4f 158 2.09 1.8 
Au t 1. 82 ( 8. 67 » 38 » 
Septem ber 2. O 17s 11. 62 > > 
O t 2 41 ) 14 4( 1. ( 
Nove “ 2. 39 s 11. 21 l 2 

e Decemt 2 88 91.31 ) 2 12. 2: 2.54 

K s 4 nv} K \ unt } 


| Sales of economy brand cigarettes decline ifter 1939, although there Was no 
| further change in manufacturers t prices until January 1942." Under the 
price ceilings established during the war the spread between the prices of stand 
ard and economy brands decreased \s the demand for economy brands de 
clined and costs increased, most of the producers of economy brands discontinued 
i production or shifted to the standard ice class. Prom the close of the war until 
July 1948 the price differential was lower than during most of the 1930's Phe 
increase in the price of standard brands in Ju 14S raised the absolute amount 
of the differential to the level presailing in the years 1934-387. However, the 
sules of economy brands now appear to be relatively unimportant 
3. Costs and prices, Tobacco leaf represents the largest part of cigarette 
manufacturing costs.” Substantial fluctuations occur in tobacco prices but there 
is less variation in reported costs of cigarette producers because of their practice 
of accounting for tobacco on an average cost basis Since 1919 the annual 
average price of flue-cured tobacco, the principal type used by cigarette produc 
ers, has ranged from about 8 to 50 cents \fter tobacco acreage was limited 


under the agricultural-adjustment program beginning in 1933 the price of flue 
cured tobacco increased from a low of about 8 cents per pound in 1931 to over 20 
cents, and it fell below this level in only 2 years * (table 4) Prices rose further 
under the pressure of increased wartime demand, reaching a level more than 
twice the average for the 20 years preceding the war. The price of lower grades 
of tobacco, which had increased relatively more than the prices of higher grades 
from the low level of 1931, rose more than the prices of higher grades. The 
narrowing spread in the cost of different grades increased the cost of economy) 
brand cigarettes in relation to standard brands. 


? % The manufacturers of economy brands have contended that a decline in thefr sales 
resulted from the tax increase of 25 cents per thousand effective July 1, 1940, which 
made it necessary to raise retail prices above the convenient 10-cent figure (Revenue Revi 
sions of 1942, Committee on Ways and Means, pp. 2014 and 2934) 


% Standard brand prices remained unchanged Manufacturers’ prices on economy 
brands were increased in January 1942 and again in September 1943; the retail ceiling 
. price was raised to 13 cents per package 


'For 1939 the cost of tobacco amounted to 43 percent of the value of products of 
the cigarette industry, exclusive of revenue stamps (Department of Commerce, Census of 
Manufacturers, 1939, vol. II, pt. 1). A current trade estimate places the tobacco cost at 
about 55 percent of the manufacturers’ selling price exclusive of tax (Standard and 
Poor’s Industry Surveys, Tobacco, March 24, 1949, p. PT4-5) 

Leaf tobacco is customarily aged from 18 to 36 months before being used in the manu 
facture of cigarettes. 

% When acreage limitations were removed in 1989 the unusually large crop produced 
resulted in a substantial decline in prices during 1939 and 1940 
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TABLE 4 Production and average price per pound received by farmers: Fine- 
cured. burley, and Maryland tobaccos, 1919-49 








3 Maryland 
| I | I I I luc Price per 
I 1 pound 
( Cent Cents 
1919 477 14.4 30 33. 2 20) 25.9 
1920. alt 21.5 288 13.5 7 17.8 
1921 ) 21.9 17¢ 21.5 19 16.9 
1929 { 97.2 27 2}, 8 2 23.8 
1923 » 20. 8 34 20.0 21 27.7 
1924 4 21. ¢ 296) 20.1 24 22.7 
1925 2 278 18 25 23.7 
192¢ (y 94.9 289 13.1 26 20, 2 
1927 719 20) 171 5.9 26 23. 4 
1928 17.: ‘ 5 20 97.2 
1929 { 18.0 337 1.8 25 27.7 
1930 sé 12.( 349 20 26. 6 
1931 ( 8.4 425 8.7 28 15.0 
1932 ll.¢ 4 12 20 16.8 
1933 1 8 5 22 17.8 
1934 8 2 252 6.9 2 17.5 
193 81] 0.0 222 19.1 29 20.0 
1 936 68 22.2 220) 7 31 
1937 SOF 23.0 2 2 23 
1938 87 o2. 2 ’ 19 29 
1939 1,17] 14.9 5 17 5) 
1040 { 16.4 S77 16.2 $3 
1941 650 28. 1 $37 29. 2 31 
1942 812 38.4 344 41.8 28 
1943 90 40. 2 2 45.6 21 
1944 x7 42.4 ] 14.0) 38 
1945 4 43 39.4 18 
1s4¢ 2 48.3 614 7 16 
1947 § 41.2 485 48 38 
1948 1, OOF 40. ¢ } 45.0 $4 4.5 
1949 1 2 47.2 s 415.1 il (2) 
Preliminary 
2 Not availab)] 
t, Tax A sorv Staff of the cretarv 
t of Agr First Annual Report on Tobacco Statistics, Washington, 1927; 
) Statistics, 1942, 1946, 1949; The Tobacco Situation, February 1950 





Changes in cigarette prices have shown no close correspondence to changes 
in leaf costs. Between 1920 and 1940 manufacturers’ prices of standard brands 
were changed only 10 times, but no change occurred in the price of economy 
brands (table 5). As indicated above, changes in prices of standard brands 
during the 1930’s were in part influenced by the competition of economy brands. 
However, after the increase in price of standard brands in January 1934, until 
the beginning of the war, manufacturers’ net prices were increased only one- 
fourth cent per package although the price of tobacco leaf rose substantially. 
During the war manufacturers’ net prices of economy brand cigarettes were 
increased nearly 2 cents per package while no adjustment was made on stand- 
ard brands until 1946. Prices on both brands were increased by about 1 cent per 
package in 1946 and a further 0.7 cent per package increase for standard brands 
was made in 1948. 

The present manufacturers’ net prices on standard brands are higher than 
they have been since 1921 and consumption is almost entirely composed of this 
class of cigarettes as it was prior to 1931. There are now, however, several 
more established producers in the standard brand price class. Aggregate profits 
of the industry before income taxes have grown with increasing consumption. 
The rate of return on investment has recovered from the relatively low level 
reached during the depression period but appears to be somewhat below the 
levels reached prior to the advent of the economy brands.” 


1% For rate of return prior to 19838 see Temporary National Economic Committee, Invest- 
ment, Profits, and Rates of Return for Selected Industries, pp. 17667-17672. For 1936 
and subsequent years see table 8 
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TABLE 5.—F'requency of change of manufacturers’ list prices for economy and 
standard brand cigarettes, by 5-year intervals, 1920-49 * 





\ pr 
Perio 
g 1 } 
1 
1920 to 1924 5 
» 1929 2 
0 1934 i 
» 1989 
» 1944 q 44 
1949 3 
1] t prices 1 ‘lude Fed Y 1] excise taxe sand tax change , there fore, are reflected in the t price 
Very few sold prior to 1931 
Both changes due entirely to increase in tax 
4 One change due entirely to increase in tax and one partly due to increase in tax. 


lreasury Department, Tax Advisory Staff of the Secretary 
Source: Complied from Standard and Poor’s Industry Surveys, Tobacco, Mar. 24, 1949, sec. 2, p. T4-4 
and Office of Price Administration, Price Schedule No. 62. 


B. Character of demand 


Cigarette smoking is one of several forms of tobacco consumption. Although 
one form may be substituted for another, the satisfaction derived is of such an 
intangible character that social attitudes, as well as price and income factors, 
play an important part in consumer choice. Cigarettes have rapidly displaced 
other forms of tobacco consumption and in 1948 accounted for 79 percent of 
the total tobacco used in production compared with less than 10 percent in 1915 
(table 6). The shift to cigarette smoking has resulted in a large increase in the 
consumption of tobacco. Per capita consumption of cigarettes has grown from 
180 in 1815 to nearly 2,500 in 1948 (table 7). During this period the composition 
of the population changed and the proportion smoking cigarettes increased to a 
great extent. 
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TABLE 6 Leaf tobacco used in manufacturing cigarettes, cigars, and tobacco 
and snuff, 1915, 1920, and 1925 to 1948° 








Amount (millions of pounds Percent of total 
" lot Tot 

( »ybacco Ciga tic 2 obacco 

viga i snuff rettes Cigars and snuff 

1915 56 57 138 371 10.0 24.4 65. 6 
1920 6A 147 169 {24 23. 0 26.3 50.7 
1925 718 244 149 325 34.0 20.7 45.3 
1926 737 268 152 36.3 20.7 43.1 
1927 744 200 153 39.0 20.5 40.5 
1928 755 10 151 41.1 20.1 38.9 
1929 797 47 152 43.5 19.1 37.4 
1930 780 348 138 44.6 oe 37.7 
1931 752 +) 128 43.9 7.0 39. 2 
1932 690 299 104 43.3 15.1 41.6 
1933 711 326 105 45.9 14.7 39.4 
1934 375 111 48.4 14.3 37.3 
1935 776 399 114 51.5 14.7 33.9 
1936 847 453 127 3.5 14.9 31.6 
1937 873 480 129 55.0 14.7 30.3 
1938 7 484 119 13.7 30.4 
1939 509 123 13.9 | 28. 6 
1940 535 127 13.8 28.3 
1941 627 136 62.1 13.5 24.4 
1942 755 141 66. 7 12.4 20.9 
1943 860 132 70.0 10.7 19.2 
1944 920 130 73.4 10.4 16.3 
1945 44 128 73.1 9.9 | 16.9 
1946 1,001 138 | 76.6 | 10.5 12.9 
1947 1, 056 35 77.9 | 10.0 | 12.1 
1948 1, 099 140 78.5 10.0 11.5 





1 The quantities given are unstemmed equivalent of all kinds of tobacco used. Stemmed leaf and scraps, 
etc., used in the manufacture of cigars and cigarettes have been converted to unstemmed equivalent at 
the ratio of 3 pounds stemmed, etc., to 4 pounds unstemmed 

? Does not include tobacco used in bonded manufacturing warehouses 


Treasury Department, Tax Advisory Staff of the Secretary 
Source: Annual Reports of the Commissioner of Internal Revenue 
Nore.— Figures are rounded and will not necessarily add to totals 


TABLE 7.—Production of small cigarettes and per capita consumption, 1951-49 


Per capita Per capita 





> ». > ». 
Year I — . consump- Year I — ~ | eonsump- 
tion ! tion ! 
Millions Number Millions Number 

1915 17, 964.3 178 || 1933 114, 874. 2 890 
1916 5 3 247 1934 129, 976. 3 994 
1917 3 336 1935 139, 966. 2 1, 058 
1918 362 || 1936 158, 894. 0 
1919 426 1937 169, 969. 3 
1920 418 | 1938 171, 686. 4 
1921 468 1939 180, 666. 8 
1922 in 1940 189, 371.3 
1923 575 1941 217. 934. 9 
1924 622 1942 257, 520.9 
1925 690 1943 296, 173.3 
192¢ 761 1944 323, 583. 9 
1927 816 1945 332, 164. 7 
1928 879 1946 350, 038. 1 
1929 977 1947 369, 682. 8 
1930 ; 972 1948 386, 825.7 
1931 117, 064. 2 915 | 1949 2 385, 000. 00 
1932 106, 632. 4 830 

' Consumption for 1940-48 includes consumption by forces overseas and is the sum of tax-paid and tax-free 


withdrawals less exports 
Preliminary. 
3 Not available 
Treasury Department, Tax Advisory Staff of the Secretary 
Sources: Production: Annual Reports of the Commissioner of Internal Revenue; Per capita consumption: 
Department of Agriculture, Annual Report on Tobacco Statistics, 1942, p. 82; 1947, p. 88; 1949, p. 55, 


There is considerable evidence regarding the relationship between cigarette 
consumption and such factors as the growth of economy, fluctuations in income, 

















GRADUATED CIGARETTE TAX 67 


and changes in the price of cigarettes. Consumption of cigarettes has expanded 
more rapidly than income and population. It has been estimated that in the 
period 1918 to 1941 there was an average annual increase in cigarette con 
sumption of 6.4 billion due to factors other than the increase in the level of 
disposable income.” As cigarette consumption came to represent a higher 
proportion of total tobacco use, the rate of growth has declined. Both world 
wars greatly stimulated cigarette consumption, the increase of each being 
roughly 100 percent. The present popular blend was developed just prior to 
World War I and the introduction of cigarettes in ration packages and gifts 
to the armed forces is generally credited with having stimulated consumption. 
The growth of smoking by women between the two world wars expanded the 
adult proportion of the smoking population. Since 1915, per capita consumption 
has decreased only in the years 1920, 1980-82, 1938, and 1946. 

Cigarette consumption is relatively insensitive to fluctuations in income and 
to changes in price. The evidence seems to indicate that total consumption is 
more responsive to changes in the level of income than to changes in cigarette 
prices. Nevertheless, during the period 1929--483 changes in the physical volume 
of consumption were, on the average, less than half as large as the annual 
changes in the level of disposable income,” secause of the apparent dominant 
effect of the income factor it is difficult to measure the effect attributable to 
price changes. However, it seems reasonably certain that price changes have 
had much smaller effects on total consumption than equal percentage changes 
in income.” Unless very substantial changes occur in cigarette prices it appears 
that consumption is likely to be largely determined by other factors.” 

Although total consumption of cigarettes seems to be only moderately affected 
by fluctuations in income and very unresponsive to price changes, both of these 
factors appear to have had a substantial effect on the proportion of cigarettes 
consumed in different price classes. After 1930 the proportion of total con- 
sumption in any one year represented by economy brand cigarettes rose as high 
as 15 percent in 1939 (table 1). The experience during this period is not suf- 
ficient to reach definite conclusions on the quantitative importance of income 
and price in the demand for economy brand cigarettes. It may be stated gen- 
erally that a substantial decline in the level of income appears to stimulate the 
demand for cheaper cigarettes.“ The extent of the shift from higher priced 
cigarettes, however, depends upon the size of the difference in price between 
standard and economy brands. In 1931, the differential was 3.7 cents per pack for 
manufacturers’ level), and with that differential sales of economy-brand ciga- 
rettes reached a high in 1 month of 25 percent of the total. When the price of 
standard brands was twice reduced in 1933 and the differential was cut to 1.32 
cents, economy-brand sales dropped to as low as 6 to 7 percent of the total 
(table 3). The evidence of this period seems to indicate that a fairly sub- 
stantial price differential is necessary to induce much of a shift to economy 
brands. There is some evidence that the shift becomes very definite when there 
is a difference of about 25 to 30 percent in price at the retail level.”” It is pos- 





2 Department of Agriculture, The Tobacco Situation, April 1946, p. 20. On the basis 
of average consumption for the period this represented an annual average increase of 5.9 
percent. However, as the level of consumption increases the rate of growth in relation 
to consumption decreases, In conjunction with the analysis indicated in footnote 22 below, 
the average annual increase was found to be about 4 ences. (Disposable income repre 
sents income payments less personal taxes. Unless otherwise noted, Department of Com- 
merce data on income and expenditures in this study are those issued prior to the revisions 
published in National Income, Supplement to Survey of Current Business, July 1947.) 

#1 Computed from data in the Survey of Current Business, June 1944. 

22—Data on the relationship between cigarette prices and consumption in the years 
1929—43, inclusive. indicate that a 10-percent change in retail price was associated on the 
average with a change of less than 1 percent in unit sales. This estimate, which is 
derived by statistical methods designed to allow for the effect of fluctuations in income 
and the rising trend in consumption, is subject to a margin of error. The chances are 
only 1 out of 100, however, that the change in sales associated with a 10-percent change 
in retail price was as much as 3 percent. 

221t has been stated that the existence of the 10-cent cigarette and its influence in 
keeping down the price of the standard brands “result in cigarette consumption being at 
least 10 percent over what it would be if there were not 10-cent cigarettes * * *.” 
(Hearings before the Committee on Ways and Means, Revenue Revision, 1934, p. 774.) 
This estimate of price effect is much higher than the evidence appears to substantiate 
On the basis of the 1929-43 experience it is doubtful whether consumption would have 
increased by 10 percent if all cigarettes had been reduced to the 10-cent price 

* The representatives of two of the largest economy-brand manufacturers stated that 
they did not think consumers were sufficiently interested in saving a few cents to make 
a 10-cent brand successful in the 1920's. (Revenue Revision, 1934, p. 769.) 

% The industry appears to have felt that the effect depended upon the absolute amount 
of the differential. This would mean that the effect would be the same whether the prices 
were 10 and 13 cents or 11 and 14 cents It is doubtful, however, whether this would be 
true at all levels of prices. 
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sible that continuation of such a differential over a longer period of time than 
existed prior to the war would, under similar conditions, result in a larger shift, 


CO, Outlook for the industry 


Cigarette consumption has increased substantially since the war. The in- 
crease in 1949 was relatively smaller than in the previous years, but reached a 
level more than twice the 1939 consumption. 

Supplies of leaf tobacco have increased since the close of the war, and are 
more adequate in relation to consumption than a few years ago. Inventories 
of manufacturers have been increased considerably Leaf prices tended to be 
slightly lower in 1949, but support prices will be slightly higher in 1950.” The 
course of tobacco prices as well as the policy followed with respect to cigarette 
prices will be important factors in determining future profits of the industry. 
The increase in tobacco-leaf costs since the beginning of the war appears to have 
been largely offset in the case of the producers of standard brands by their price 
increases in 1946 and 1948 plus the increases in unit consumption. 


V. EFFECTS OF THE TAX 

1. On profits 

By 1942 the aggregate profits of the cigarette industry before taxes had in- 
creased by more than 50 percent over the 1936-89 average (table 8). During the 
latter part of the war, however, profits declined, but price increases in 1946 and 
1948 raised aggregate profits above the 1942 level. The rate of return on stock- 
holders’ investment is higher than in the prewar years before allowance for 
income taxes 


TABLE 8.—Net profits and rate of return on net worth of cigarette manufacturers 
reporting to Securities and Exchange Commission, 1936 47 . 


' Abe Net profits as a percent 
Net profits if net worth : 
Year ’ —— 
Before income After income Before income After income 
taxes taxes taxes taxes 

Millions Millions Percent Percent 
1936 $96. 6 $80. 1 17.0 14. 1 
1937 Q7.4 80.9 17.3 14.4 
1938 te OR. 4 80. 2 17.4 14.2 
1939 103. 2 83.9 1s. 1 14.7 
1940 116.7 RH. 5 19.8 14.7 
1941 133. 4 75. € 22.2 12.6 
1942 152.9 69.9 24.7 11.3 
1943 150.8 67.4 24. 1 10.8 
1944 128.5 62.9 19.6 9.6 
1945 119.9 64.9 18.0 9.7 
1946 139.9 SH. 1 19.3 11.8 
1947 167.8 99. 4 22.2 13.1 


1 Companies included for the whole period are: American Tobacco Co.; Benson & Hedges; Liggett & 
Myers Tobacco Co.; P. Lorillard Co.; Philip Morris & Co., Ltd. and R. J. Reynolds Tobaeco Co. The 
Axton-Fi r Tobacco Cc., which was included from 1936 to 1942, was delisted in 1943 and the company 
sold to Philip Morris & Co. in June 1944. Fleming Hall Tobacco Co. included only in 1945-47. 

? Net worth as of the beginning of year. Includes preferred and common stock and surplus. 








rreasury Department. Tax Advisory Staff of the Secretary 


Source: Securities and Exchange Commission, Survey of American Listed Corporations, Data on Profits 
and Operations, pt. I 


The wartime changes in the Federal excise tax on cigarettes were relatively 
small, the combined increase in 1940 and 1942 amounting to 50 cents per thou- 
sand small cigarettes or an increase of only 1624 percent in the rate of tax. The 
increase in tax was reflected in increased prices of manufacturers. In view of 
the limitations on supplies and the existence of price controls total sales probably 
were not affected by the increase in the tax. Moreover, the effect of the tax 
increase of 1 cent per package on total cigarette sales under normal conditions 
is likely to be very small.” The present tax amounts to nearly 45 percent of the 





* Department of Agriculture, the Tobacco Situation, October 1949, p. 18 
As noted on p. 9. supra, the increase in tax resulted in the raising of the price of 
economy-brand cigarettes above the 106-cent figure and may have affected sales of this 
class of cigarettes relative to the total 
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total retail price (exclusive of State and local taxes)? While the evidence 
does not provide a basis for predicting what a change in price of this magnitude 
would have on consumption, the relative insensitiveness of demand to price 
changes suggests that complete removal of the tax would not result in a large 
increase in consumption. Moreover, the tax of 6 cents per package was in effect 
from 1918 to 1940 and it may be presumed that the industry had become sub 
stantially adjusted to this level of taxation. During most of this period the 
profits of the industry showed a relatively high rate of return on investment and 
some producers entered the business on a profitable basis 

Consideration should also be given to the possible effects of the tax on other 
economie groups primarily dependent upon cigarette consumption, particularly 
tobacco growers and tobacco distributors. The profits of most leaf-tobacco grow 
ers depend to a substantial extent on the demand for cigarettes. But since the 
demand for cigarettes does not seem to be greatly affected by the tax the raising 
of cigarette prices by the full amount of the tax probably has had a propor 
tionately small effect on the demand for tobacco. It is probable that aggregate 
consumption of tobacco would have been somewhat larger in the absence of 
the tax, but the continuous growth in consumption has tended to offset any de 
crease resulting from the tax. It is doubtful whether farmers would have 
received significantly higher prices for tobacco in the absence of the tax An 
increase in prices to farmers over what they have received would have tended 
to stimulate production and raise output to or above the higher level of demand 
After the adjustments in production had taken place, prices for leaf tobacco 
probably would not have been substantially different from the prices received 
under the present tax.” 

An increase in consumption would tend to benefit distributors of cigarettes 
Distributors’ profits depend on large volume and quick turn-over, but widespread 
competition tends to keep the margin low, and it is doubtful whether the spread 
between manufacturers’ and distributors’ prices would be materially affected 
by a reduction in the tax rate. 

It is believed that the elimination of the tax would not result in any substantial 
change in the prices of cigarettes received by manufacturers and distributors 
net of tax or in the prices received by the growers of leaf tobacco. Since the 
increase in volume of consumption of cigarettes and cigarette-type tobacco 
probably would be small, the total returns of these groups would not be increased 
materially. 

B. On competition 

Despite the fact that the tax on cigarettes has for some time been much higher 
in relation to price than the taxes on cigars and manufactured tobacco, the con- 
sumption of cigarettes has rapidly outstripped the other forms of tobacco con 
sumption. It is possible that the shift to cigarettes would have been accelerated 
by a lower tax, but all forms of tobacco consumption seem to have been in 
fluenced so largely by social considerations that the high rate of tax probably 
has not been a very important factor in the competitive position of the cigarette 
industry. 

The principal effect of the tax on competition appears to be within the cigarette 
industry. A flat tax on physical volume represents a different percentage of 
manufacturers’ selling price for cigarettes in different classes. The producers 
of economy-brand cigarettes apparently have felt that it is necessary to compete 
on a price basis since large advertising expenditures cannot be undertaken 
where the profit margin is small. However, the flat tax is proportionately higher 
the lower the selling price of the cigarettes. During the period January 1937 to 
July 1940, the $3 tax on cigarettes was equivalent to a rate of 252 percent of the 
manufacturers’ net price on economy brands compared with 120 percent on stand 
ard brands. The manufacturers’ net price on economy brands was 48 percent 
of the price for standard brands before addition of the tax After the addition 
of the $3 tax and equivalent trade and cash discounts the ratio increased to 76 
percent. The retail price of economy brands was only about 20 percent less than 
the price of standard brands. In order to set a retail price low enough to attract 











*°The taxation of cigarettes by State and local governments has been increasing For 
a review of developments in this field, see Treasury Department study, Federal-State Ta 
Coordination, revised April 1, 1949. 

** Temporary National Economic Committee, Investments, Profits, and Rates of Return 
for Selected Industries, pp. 17606-17612 

%* This analysis does not consider the effects which the tohacco-control program has had 
on prices or whether the program would have been different in the absence of the tax 
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consumers the producers of economy brands had to operate on a very narrow 
margin of profit. Profits, therefore, were very sensitive to changes in costs and 
sales, and the competitive position of the producers of these cigarettes was weak. 
If the tax on economy brands had been the same ratio to price as the $3 tax was 
on standard brands, either manufacturers’ net prices could have been increased 
or the retail price on economy brands reduced by about 1.3 cents per pack.” 


C., On consumers 


Cigarettes constitute an important element in consumer expenditures. It is 
estimated that the tax increases the Consumers’ Price Index by nearly 1 percent.” 
The tax appears to be moderately progressive in the lower-income groups, where 
there is the relatively heaviest consumption of smoking and chewing tobacco. 
A study of consumer expenditures for the year 1941 showed that cigarette ex- 
penditures were only about one-half as large in relation to income for the in- 
come group under $500 as for the income groups between $1,000 and $5,000. 
The proportion was about the same at the different income levels between $1,000 
and $5,000. A subsequent study for the year 1944 covering urban areas only 
indicated a relative increase in cigarette expenditures in the lowest-income group 
compared with 1941." Since the cigarette tax is a flat rate per thousand cig- 
arettes, the tax represents a larger proportion of the retail price of economy 
brands than standard brands. If the economy brands are largely consumed by 
low-income groups, the tax is a larger proportion of their income than is indi- 
cated by the overall figures on cigarette purchases. 

Expenditures for cigarettes fluctuate much less than disposable income.” The 
tax thus has the effect of withdrawing relatively more purchasing power from 
the income stream in periods of low business activity than in periods of high 
business activity. This effect is attributable in part to the fact that the tax is 
on a specific basis which prevents variations in prices being reflected in tax col- 
lections. When smokers shift to lower priced cigarettes they continue to pay 
as much tax per package although their expenditures are reduced. 


VI. ADMINISTRATION AND COMPLIANCE 


The tax on cicarettes does not raise difficult problems and the cost of admin- 
istration is low in relation to the revenue collected. There were only 53 factor- 
ies making small cigarettes as of January 1,19!9. The detailed records required 
of manufacturers provide close checks upon their tax liabilities but reports en- 
tail somewhat more work for manufacturers than the reports on most excise 
taxes 


VU. TECHNICAL PROBLEMS 
The principal technical problems which arise under this tax are— 


1. Whether the tax should be levied on a flat basis or varied according to 
the price of the product. 


2. Whether floor stocks taxes should be imposed or refunds made on floor 
stocks if the tax rate is changed. 


1. Flat versus differential tar 


The excise tax on small cigarettes has been a flat dollar amount per thousand 
since the beginning of the fiscal year 1911. On several occasions the desirability 
of this form of tax on cigarettes has been questioned, and considerable attention 
has been given to the matter.” Nevertheless, the single rate specific tax has been 


The question of a change in the form of the tax is considered in sec. VII, below. 
“This is substantially larger than the effect of any other excise tax on the index. Alco 
holic beverages do not enter into the index 
Bureau of Labor Statistics, Family Spending and Saving in Wartime, Bulletin No. 
S22. Washington 1945, p. 185; Department of Agriculture, unpublished data. It should 
be noted, however, that there may have been some underreporting of tobacco expenditures 
in this study 
Unpublished data of the Bureau of Labor Statistics 
I’. 15, supra 
“In 1954 the manufacturers of economy-brand cigarettes stated that a graduated rate 
is the fairest method of taxation from the point of view of both the manufacturer and 
consumer (Revenue Revision, 1934), and the question was considered by a special sub- 
committee of the Ways and Means Committee and by the Senate Finance Committee 
(Hearings before a Subcommittee of the Committee on Ways and Means. Tobacco Taxes: 
Hear'nts before the Committee on Finance on Reduction of Tax on Cigarettes). The en- 
actment of a differential rate tax was supported by the Secretary of the Treasury (Reduce 
tion of Tax on Cigarettes, p. 1) and by the Chief of the Tobacco Section of the Agricultural 
Adjustment Administration (Department of Agriculture, Press Release, 2838-35). In 1927 
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continued in effect until the present time. It has again been suggested that the 
form of the tax be modified to provide that different rates of tax apply to the 
two principal classes of cigarettes, economy brands and standard brands.” The 
effect of the proposal would be to tax cigarettes under a bracket-rate system, the 
type of tax which has been applicable to cigars since 1917. The cigar tax, how- 
ever, has seven brackets and approaches more nearly an ad valorem or flat per 
centage tax than the two-bracket tax suggested for cigarettes.” 

The basic reason for the suggestions that cigarettes be taxed at differential 
rates is that this would increase the difference between manufacturer's prices, 
tax included, for economy and standard brand cigarettes and thus improve the 
competitive position of the manufacturers of economy brands. At present the 
spread on manufacturers’ net prices exclusive of tax is $1.22 per thousand and 
because the tax is a flat amount per thousand the spread is the same on the basis 
of net prices including tax. If the difference in tax on the two classes of cigar- 
ettes were $1.05 per thousand, as has been suggested, the price spread including 
tax would be increased to $2.27." This is substantially higher than the spread 
in prices between the two classes of cigarettes which existed at any time after 
ecohnomy-brand sales became important. 

The choice of the most desirable form of an excise tax involves a number of 
considerations. At present most Federal excise taxes are levied on an ad valorem 
basis under which the amount of the tax varies with the price as well as with the 
volume of the transaction subject to tax.*° Under this form of tax, prices for 
different products tend to be in the same ratio after tax as before tax. Under the 
present specific tax on cigarettes the price relationship before tax between the 
different classes of cigarettes is changed substantially by the tax.“ Since the 
present tax is relatively high, a change to an ad valorem form of tax or a differ- 
ential rate tax might have important effects. The principal issues involved in 
the proposed changes are the economic and equity effects on the various groups 
concerned, the revenue effects and the possible administrative and compliance 
difficulties. 

1. Economic and equity considerations affecting desirability of change in tar.— 
There are four principal economic groups concerned with the effects of the tax 
on Cigarettes: consumers, cigarette manufacturers, distributors of cigarettes and 
growers of leaf tobacco. 

(a) Consumers: The manufacture of low-priced products tends to expand 
the market for consumer goods since the availability of such products leaves 
consumers more to spend on other products. The present cigarette tax, however, 
results in consumers paying more tax in relation to their expenditures when they 





the Federal Trade Commission recommended to Congress that the tax be graduated accord- 
ingly to the manufacturers’ selling price (Report on Agricultural Income Inquiry, Pt. I, 
p. 46), and in 1942 a differential tax was recommended by the Secretary of the Treasury 
(Revenue Revision of 1942, p. 16). 

37 Hearings before the Committee on Ways and Means on Proposed Revisions of the 
Internal Revenue Code, 1947, pp. 576-580; also, February 17, 1950, testimony of E. F. 
Ragland et al. 

43The proposed revision in the cigarette tax in 1934 provided for three rates, one ap- 
plicable to the economy brands, another applicable to the standard brands, and the third 
applicable to cigarettes sold at prices above the price of standard brands 

'The rates suggested by the manufacturers of economy brands are $3.50 per thousand 
(the present rate) for cigarettes on which the manufacturers’ net price after discounts 
and Federal excise tax is more than $2.25 per thousand, and $2.45 per thousand for 
cigarettes on which the manufacturers’ net price after discounts and Federal excise tax is 
not more than $2.25 per thousand 

The principal products on which the tax is related only to the volume of business are: 
Aleoholic beverages, cigarettes, manufactured tobacco, gasoline, lubricating oil, and tires 
and tubes 

‘The principal difference between the specific and ad valorem forms of tax is that 
under a specific tax the absolute amount of the spread between two differently priced 
products is the same with the tax included as with the tax excluded, while under an ad 
valorem tax the absolute amount of the spread between the prices of the two products 
is increased by the tax. Under a specific tax the amount of the tax varies as a percentage 
of the price of the product. For example, where two grades of products sell for $1 and $2 
respectively, in the absence of a tax, the same volume of consumption of the different prod 
ucts results in a large difference in total expenditure. However, if these prices should 
be raised to $9 and $10, respectively, by a specific tax, the same volume of each could 
be purchased with relatively little difference in aggregate expenditure by the consumer 
Consumers would tend to purchase slightly smaller quantities of the higher priced product 
instead of buying the lower priced product. On the other hand, a very high ad valorem 
rate of tax would tend to increase the absolute amount of the spread between the two 
products. In such a case consumers would tend to purchase the cheaper product because 
of the large saving involved in relation to the comparative prices, including tax. dInas 
much as the volume of cigarette smoked probably depends to a large extent on habits, 
a shift from one price cigarette to another would be expected to involve little, if any, 
change in volume of consumption but a change in aggregate expenditure for cigarettes 





72 GRADUATED CIGARETTE TAX 


buy low-priced cigarettes than when they buy higher priced cigarettes. Low- 
income consumers tend to purchase the lowest priced product available or forego 
consumption of the product A differential tax rate would enable lower income 
consumers to purchase economy brand cigarettes with a smaller total expendi- 
ture and the amount of tax involved would represent a lower proportion of their 
income, The present flat tax tends to have a regressive effect because lower 
prices are not reflected in reduced tax payments. The pressure of declining 
income usually stimulates a shift to lower-priced products. With a lower tax on 
the lower-priced product, the shift to economy brands which occurred in the thir- 
ties would have resulted in considerable tax saving to consumers. 

(b) Manufacturers: It appears that the effects of a change in the form of the 
cigarette tax would relate primarily to changes in the comparative volume of 
sales in the different price classes. The discussion in sections IV and V above 
reached the conclusion that the level of the tax probably does not have a very 
significant effect on total sales. However, the experience of the 1930’s indicates 
that sales in the different price classes were very sensitive to changes in the 
price spread between the classes. 

In view of the high degree of concentration of production in the cigarette in- 
dustry the decisions of leading manufacturers would play an important part in 
the effects which a change in the form of the tax would have on the industry. 
The effects would also depend to a large degree upon the extent and character of 
Government control over tobacco production. The manufacturers of standard 
brands have not generally met the competition of the lower-profit economy brands 
by offering a lower-priced product themselves. As economy brand sales increased 
in the early thirties, the aggregate profits of the large producers of standard 
brands declined, although during this period the strong upward trend in con- 
sumption prevented an absolute decrease in the sales of standard brands.” Be- 
tween 1931 and 1939 the total output of the three largest companies increased 
from 106 billion cigarettes to 123 billion, although their proportion of the total de- 
clined from about 91 (9 6S percent.” The sales and profit effects would vary 
with the size of the differential, and the extent to which the reduced tax would 
be reflected in lower prices to distributors and consumers.“ The effect would 
also depend upon whether the larger producers, under a tax differential, would 
enerally engage in producing lower priced cigarettes. The effect on their profits 
might be minimized by such action, although it is possible that lower unit profits 
would be realized on the lower priced product. 

Another factor upon which the effect of a change in the tax would depend is 
the future relationship in the prices for different grades of tobacco. If a tax 
differential were set to provide a given price margin for economy brands on the 
basis of present leaf costs, it might prove to be more effective under declining 
tobacco prices. The advent of the economy brands was made possible in part 
by the low tobacco prices which prevailed in the early thirties. From June 1931 
to January 1933 the manufacturers’ net price on economy brands was 3.7 cents 
per package less than the net price on standard brands, compared with the 
present spread of 2.44 cents (table 2). Subsequently tobacco prices increased.* 
However, there appears to have been a relatively larger increase in the price 
of tobacco used in economy-brand cigarettes than in the price of tobacco used 
in standard brands (table 9). Although, as indicated in section IV—A above, 
there does not appear to be a close relationship between changes in tobacco 
prices and cigarette prices, a decline in tobacco prices might result in relatively 
lower prices on economy brands exclusive of tax and thus stimulate a shift 
in consumption to these brands 





* From 1931 to 1935 earnings before Federal income taxes of the three largest companies 
declined from 25 percent of stockholders’ investment to 11 percent There was also a 
marked change in the profits of smaller companies producing economy brands. One of 
these had profits of $3.200.000 after taxes in 1932 compared with loss in the vears 1929-! 
Profits after taxes of another increased from $600,000 in 1931 to $1.700.000 in 1932 
(Temporary National Economic Committee, op. cit.. pp. 17670, 17707, 17709.) 

8398 U. S. 795 These data are not comparable with those in table 1 since table 1 
covers only the leading brands of these companies 

As shown in table 3 above the thirties when the difference between the prices of 
standard and economy-brand ¢ es varied significantly there was a decided response 
in the proportion of economy brand sales. The 1 nt differential in manufacturers’ net 
prices of about 2.44 cents per pack appears to b nsufficient to produce significant sales 
of economy brands. It is not known how lar the differential would have to be to stimu 
late s s under present high employment conditions, but it is likely that it would have 
to be larger than under less favorable conditions : 






















® Government controls were instituted in order to raise prices to farmers. According to 
the testimony in the 1934 revenue hearings, the tax differential requested by the producers 
of economy brands in 1934 was based on cost increases arising out of the National Indus 


trial Recovery Act and the Agricultural Adjustment Act 
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TABLE 9.—Comparative prices paid to farmers for leaf tobacco used in standard 
and economy brand cigarettes, 1931-41" 


[Cents per pound 





Sta j l<¢ rette leaf Eeonomy-brand ci t 
tob oO grad tobacco er ( 
Yi _ 
I ter Wester Faste \ n 
a =< 1 
Burley flue-cured lue-cure Burley flue-cure 1 cured 
1931 16. 04 22. R88 94.83 5. O8 , 2%) 2.6 
1932 (4 27.15 29. O8 6.70 5&9 
1933 8.3 31. 27 0.35 9.10 y 
1934 7.92 42. 37 23 14.88 13.3 
1935 31. O7 31. 5S 15. 54 9. 91 {8 
193t $5. 11 4 ) 38. 00 8. 71 », 08 
1937 4. 94 8.42 0.33 11.43 3.13 
1938 1.44 33. 33 62 15. 58 60 
1939 4.58 26, 88 9 11. 68 11.8 
1940 2x. 11 , 2 14. 31 14.1 
1941 ‘ 42 31. 33 26. 54 ; 
| Type 31. 
2 Types 12, 13, and 14 
> Types LLA and 11B 
4 Government figures not given 
Source: Treasury Department, Tax Advisory Stat! of the Secretary Hearings before the Committee on 
Ways and Means, revenue revision of 1942, 77th Cong., 2d sess., p. 2010 


The importance of the tax differential would also vary with fluctuations in 
the level of national income, since Consumers are more conscious of price differ- 
entials during periods of low employment than high employment. Although a 
two-bracket differential tax would tend to produce some shifts under changing 
income conditions, the movements probably would not be as great as under an 
ad valorem tax. Under the latter the tax differential would change with rela- 
tive changes in prices.” 

(c) Tobacco growers: The effect of a change in the form of the tax on the 
growers of leaf tobacco involves considerations similar to those discussed with 
respect to manufacturers. The tobacco farmer, of course, is interested in the 
maximum return for his entire crop rather than the price of a particular grade. 
Since the total consumer demand for cigarettes has not generally shown a large 
degree of variation from year to year, changes in prices for cigarette-type 
tobacco result principally from changes in the size and quality of the crop and 
export demand. The prewar and wartime experience indicates that the quality 
of tobacco used in cigarettes is flexible depending upon the total supply of to 
baceo. When supplies were excessive in the early 1930's, the larger producers 
of cigarettes did not purchase much low-grade tobacco, but in the war years 
and subsequently lower grades were purchased in order to meet the expanded 
demand. 

The control over tobacco acreage exercised by the Government can serve to 
reduce fluctuations of this character. However, such factors as the weather 
and the use of fertilizer will produce variations in the size and quality of the 
crop. A more favorable tax rate on the lower-priced cigarettes would stimulate 
demand for lower-grade tobaccos and tend to prevent declines in the price of 
such grades relative to higher grades when crops were large. A large erop 
would, of course, tend to depress average prices. But since the total demand 
would probably not be greatly increased by a differential tax, the average price 
would tend to be about the same as under the present type of tax. Some im- 
provement might result from additional manufacturers bidding for tobacco and 
the greater assurance of a market for the lower grades. However, there would 
be limits to the increase in use of tobacco in lower-priced cigarettes, since the 
increase in this use would tend to raise prices for the lower-grade tobaccos and 
reduce the spread between these grades and higher grades of tobacco. 


“For example, under an ad valorem tax if the price spread (before tax increased from 
$1 to $1.50 per thousand the difference in tax under a tax rate of 100 percent would in 
crease by 50 cents; i. e., by the amount of the increase in the price spread multiplied by 
the tax rate. 
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TaRLeE 10.—Combined wholesale and retail margins per package for standard- 
brand cigarettes, 1920-21, 1926-37 (as of Dec. 15) 


[Cents per package] 


Average | Net manu Date of change in 
Year retail pric facturer’s Margin manufacturer’s 
: price price 

1920 19.8 14.12 5. 68 
1921 Is. 7 14.12 4. 58 Dec. 31 
1926 14.6 11. 28 3. 32 
1927 14.4 11. 28 3.12 
1928 13.7 10. 58 3.12 | Apr. 21 
1929 13.4 11. 28 2.12 | Oct. 5 
1930 13.3 11, 28 2. 02 
1931 14.2 12. 08 2.12 | June 24 
1932 14.2 12. 08 2.12 
1933 12.2 9. 70 2.50 Jan. 3; Feb. 11 
1934 > 13.1 10. 76 2.34 | Jan. % 
1935 13. 2 10. 7¢ 2. 44 
1936 13.2 10). 7¢ 2. 44 
1937 13.8 1. 02 2.78 Jan. 20 

The low for the whole period covered was reached in June of this year when the margin declined to 1.8 
cents 

2 Price for November. December price not published 

3 Price for July which is more representative than the December price. 

Norr Data not available for years 1922-25 

Source: Treasury Department, Tax Advisory Staff of the Secretary (1) Manufacturers’ prices and date 


of change: Standard and Poor’s Industry Surveys, Tobacco, Feb. 21, 1947, sec. 2, p. T4-3; (2) average retail 
price per package: Department of Labor, Retail Prices, May 1936, p. 11; Monthly Labor Review, Decem- 
ber 1937, p. 1568; price for December 1937 is published by the Department of Agriculture in the Annual 
Report on Tobacco Statistics, 1940, p. 32 


(d) Distributors: The effect of a change in the tax on the profits of cigarette 
distributors must also be considered. Distributors’ margins on standard brand 
cigarettes appear to have decreased substantially during the 1920’s. A compari- 
son of manufacturers’ net prices and reported retail prices shows that the differ- 
ence decreased from 5.68 cents per pack in December 1920 to 2.52 cents in June 
1929 (table 10). Because of the decline in the level of cigarette prices during 
this period, however, the margin for distributors as a percentage of the retail 
price declined by only about one-third. The margin for distribution declined 
somewhat further from 1929 to 1933, which included the period just prior to and 
subsequent to the introduction of the economy brands.” In the 3 years following, 
both retail prices and the margin for distribution approximated the levels that 
prevailed in June 1929. Subsequent comparisons are distorted by the growth of 
State and local cigarette taxes. Except for the initial period of adjustment to 
economy brand competition, however, it does not appear that distributors’ mar 
gins on standard brands were affected appreciably by the sale of lower-priced 
cigarettes 

Prior to the war the dollar margin between manufacturers’ and retail prices 
Was generally lower on economy brands than on standard brands.” Since han- 
dling costs probably differed little except for lower investment in inventory 
required on economy brands, it is likely that distributors found sales of standard 
brands more profitable. Economy brands usually retailed at 10 cents per package 
except where State or local taxes necessitated higher prices, and it is possible 
that the margin for distribution was affected by the practice of adhering to this 
convenient coin interval. The producers of economy brands appear to have been 
strongly interested in maintaining the 10-cent retail price and did not change 
their net prices prior to the war despite increases in costs. After the price of 
economy brands was increased to more than 10 cents, the margin for distribution 
on these cigarettes increased. Under a differential tax distributors’ margins 
on economy brands would depend to some extent on the size of the tax differ- 
ential and the prices at which they could most conveniently be sold at retail. 

2. Revenue considerations.—The revenue effect of a differential tax favoring 
lower priced cigarettes would depend upon a number of factors. Revenue would 
be lost to the extent that cigarettes taxed at the lower rate replaced standard 


“During the first part of this period the price of standard brands was first increased 
and then drastically reduced 

* There were exceptions during price wars, when standard-brand cigarettes retailed at 
as low a price as the economy brands, 
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brands. This might be a substantial amount, but probably would vary greatly 
depending upon the level of income and the size of the tax differential.” Substi- 
tution of economy-brand cigarettes for smoking tobacco would add revenue 
because of the relatively lower rate of the present tax on smoking tobacco.” 
Any increase in the use of cigarettes by present smokers or use by new smokers 
would add revenue. As indicated above, however, a reduction in price would not 
be expected to produce a large increase in consumption. 

3. Administration and compliance problems.—Experience with the bracket sys- 
tem of taxing cigars suggests that it could be applied to cigarettes without much 
additional work for taxpayers or serious administrative problems. Manufac- 
turers presumably maintain adequate records to provide the reports that would 
be required. The necessity of pescribing a particular form of record keeping 
might involve some changes in the industry's practices. Some additional work 
would be imposed upon the Bureau in auditing records by price classes and, 
also, in handling stamps for different tax rates. It would be necessary to pro- 
vide in the law the method of determining the price on the basis of which the 
tax was to be differentiated and to include provisions protecting the revenue 
in the case of sales not made at arm’s length. 

B. Floor-stocks tares and refunds 

Increases in the rate of tax on cigarettes in 1919, 1940, and 1942 were accom 
panied by taxes on floor stocks. Cigarettes are not highly perishable and there 
might be substantial accumulation of tax-paid stocks by producers and dealers 
in the absence of a tax on floor stocks. Since the passage of tax legislation usually 
affords considerable notice of a possible tax increase, a tax on floor stocks is 
necessary to prevent loss of revenue which would result from advance purchases 
in excess of normal needs. In addition to the loss of revenue which would 
arise from failure to impose a tax on floor stocks, there would be large differences 
in the extent to which producers and distributors might benefit. Some could 
finance relatively large excess stocks while others must of necessity make their 
purchases from day to day. 

There appear to be strong reasons for the imposition of a floor-stocks tax when 
the rate of tax on cigarettes is increased. Since, however, there has been no 
experience with a tax reduction on cigarettes consideration has not previously 
been given to the factors that would be involved in the granting of refunds in 
connection with a reduction in the rate of tax. 

A reduction in tax without provision for refunds on tax-paid floor stocks might 
disturb normal trade relationships and cause some losses to the industry. Al 
though consumers are unlikely to reduce purchases in anticipation of a decrease 
in tax, producers and dealers would tend to reduce stocks. Businesses which 
reached the market first with cigarettes withdrawn at the lower rate of tax 
might gain an advantage in the form of increased sales at lower prices or a 
higher profit margin. On the basis of 1940 and 1942 floor-stocks tax returns, 
it appears that tax-paid stocks in the hands of producers and distributors com 
bined were equal to about 5 weeks sales. Minimum business requirements limit 
the extent to which stocks might be reduced in anticipation of a tax reduction 
not accompanied by a provision for refunds on tax-paid stocks. Retailers carry 
relatively much smaller stocks than producers and wholesalers and in most cases 
could not reduce them substantially and maintain normal sales.’ Producers 
and wholesalers could reduce stocks for a temporary period and under the uni 
form-pricing policy that has been followed by the industry make a general revision 
in price after the stocks tax-paid at the former tax rate were cleared. It might 
not be feasible for producers to wait until wholesale stocks were cleared. In 
this case a loss would occur on the stocks held by wholesalers. In the past 
when the larger producers have made price reductions they have protected the 
stocks in the hands of direct customers against the decrease in price.” However, 
they might not follow this policy with respect to a change in the tax. The 


” The effect of price differentials and the level of income is discussed on p. 16, supr 
If the tax rate on economy brands were one-half the rate on standard brands, consumptiot 
of economy brands would have to increase by 2 percent of total consumption to offset eact! 
1 percent loss in consumption of standard brands. 

“The present rate of tax on smoking tobacco is 18 cents per pound If instead of using 
1 pound of smoking tobacco a consumer smoked 400 economy-brand cigarettes, the revenue 
would be increased from 18 cents to 40 percent of the rate per thousand cigarettes on 
economy brands Assuming a differential in tax of $1.05 per thousand and the present 
rate of tax on standard brands, the substitution of economy-brand cigarettes for ronech! 
45 percent of the present smoking tobacco consumption would be required to offset a shift 
of 1 percent in the present consumption of standard brands to economy brands 

5\Tn 1942 producers held about 40 percent of the tax-paid stocks 

52 Agricultural Income Inquiry, pt. I, p. 450. 
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amount involved would depend upon the size of the tax reduction and the extent 
to which dealers’ tax-paid stocks could be reduced. 

The administration of floor-stock taxes has involved considerable work. About 
100,000 returns were filed under the floor-stocks taxes on cigarettes in 1940 and 
1942." Only a few of these represented manufacturers who filed returns for 
cigarette taxes. The problem of dealing with such large numbers of businesses 
not filing returns regularly would be greater in the case of refunds because of 
the necessity for verifying claims. Experience has indicated that the filing of 
fraudulent returns is more likely in the case of refunds than in the case of floor- 
stocks taxes. The number of returns involved could be limited by providing that 
refunds would be granted only on stocks in excess of a certain minimum figure, 
but this would discriminate against smaller dealers.” The work involved for the 
Government could be reduced somewhat by providing that all refunds be made 
through manufacturers and importers who, in turn, would be made responsible 
for verifying inventories of distributors. If this were done it would be admin- 
istratively desirable to limit refunds to stocks held by producers, importers, and 
wholesalers. Little loss vould be involved for retailers and they would be treated 
more equitably as a group than under a minimum limitation. Instead of using the 
floor-stocks-refund procedure, producers might withdraw dealers’ stocks remain- 
ing on the effective date of the lower tax, recover the tax paid, and restamp such 
goods at the lower rate. It would be necessary to allow a reasonable period of 
time between the passage of the legislation and the effective date of the lower 
rate, 


Part II. Excise TAx on CIGARS 
I. DESCRIPTION OF THE TAX 


The tax is imposed on cigars, which are defined as rolls of tobacco or any sub- 
stitute therefor wrapped with tobacco. The tax differs according to the weight of 
the cigars. Small cigars, those weighing not more than 38 pounds per thousand, 
are taxed at a flate rate.” Large cigars, those weighing more than 3 pounds per 
thousand, are taxed at rates which vary with the intended retail selling price. 

The tax applies to cigars upon removal from the place of manufacture or upon 
release from customs custody, or upon sale if prior to such removal or release. 

The tax is payable by the manufacturer or importer and is paid by purchasing 
tax stamps to be affixed to the packages prior to removal from the factory or upon 
release from customs custody. 

Exemptions from tax are provided on withdrawals for: 

1. Export. 
2. Use as sea stores. 
3. Use of the United States Government (but not for resale in the United 
States). 
4. Withdrawals for personal consumption by employees.” 


Il, CHANGES IN TAX SINCE 1917 


Cigars have been subject to excise taxation continuously since 1862. Begin- 
ning with 1917 the tax on large cigars has been varied according to the intended 
retail selling price. Prior to the increases in rates in 1917 large cigars had been 
taxed at a flat rate of $3 per thousand and the rate on small cigars was $0.75 per 
thousand. Tax rates and dates of the changes since 1917 are shown below: 


The 1940 floor-stocks tax on cigarettes resulted in over 488,000 returns, the 1942 tax 
in 387,000 returns. The 1942 figure is lower because chains were permitted to file one 
return for all their outlets. 

**The reduction in the cigar tax under the Revenue Act of 1926 was accompanied by a 
provision for refunds on tax-paid floor stocks where the amount was not less than $10. 

* The production of small cigars is insignificant. 

*° The exemption is 21 cigars per week 
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Changes in tar rates since 


Per th 


TAX 


1917 


yusand cigars 
Revenue Acts 
Class of cigar 
1917 1918 (Feb 
Nov 25, 1919 
Small ¢ irs 41.00 $1. 50 
Large cigars (intended retail price per cigar 
Not over 216 cents , OO 4. OK 
Over 24 cents but not over 4 cents , oo 4.00 
Over 4 cents, but not over 5 cents Loo 4. 
Over 5 cents, but not over 6 cents 100 6. 00 
Over 6 cents, but not over 7 cent 1) 6. 00 
Over 7 cents, but not over & cents ». OO 6. 00 
Over 8 cents, but not over 15 cent 6.00 YOO 
Over 15 cents, but not over 20 cents 8. 00 12.00 
Over 20 cents LO. 15. 00 
Price class was “‘less than 4 cents.” 
2 Limits of price class were ‘4 cents and not over 7 cent 
III. REVENUE COLLECTIONS, 193¢t ’ 


Collections from the tax on cigars are slightly 


, 


ind effect 
yt 
Mar 
10 
13 


larger than those from manu 


factured tobacco, but in the fiscal year 1949 they were equal to only about 4 per 


cent of the revenue from cigarettes. 


Collections, fiscal years 1936-50 * 


{In millions] 


Fiscal year: Collections | Fiscal year 
1936 $12.0 | 1944 
1937 3. 2°) 1945 
1938 12.5 | 1946 
1939 12.5 | 1947 
1940 12.6 | 1948 
941 13.2 | 1949 
1942 14.3 | 1950 
1943 23.2 


1 Excludes collections for credit to trust funds 
2 Excludes small cigars 
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(estimated ) — 


Collections 
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PABLE 1 Vumber of cigar factories, production of large cigars, per capita con- 
sumption, and average retail price per inexpensive cigar, 1915—48 

















Per Per 4 verage 
Number rod capita P “o “i's Number » : capita : a ail 
; of tat Produc- consump retail a Produc- consump- retai ; 
Calenda tories at tion ol tion ol price per Calendar tories at tion cf tion of price per 
veur cant of large enheces inexpen year ond-et large tobaceo inexpen- 
year CiZaTS ced ir sve year cigars | used in ae 
cigar ; cigar ? 
cigars cigars * 
Millions Pounds Cents Millions | Pounds Cents 
1915 15, 732 6. 599 1.47 1932 5, 787 4, 383 0. 89 4.8 
191¢ 14. 57¢ 7. 042 1. 58 1933 5, 473 4, 300 89 4.6 
1917 13. 217 7. 560 1. 65 1934 5 4, 526 95 5.0 
1918 11. 291 7 O54 1.51 1935 4, § 4, 685 06 4.7 
1919 11, 48 1. 48 1936 { 5,172 1. 03 4.5 
1920 11.109 1. 6 ‘11.0 1937 4 5, 303 1. 04 4.6 
1921 12.105 1, 36 10.3 1938 3 5, O15 97 4.6 
1922 11. 57¢ 1. 48 1939 3, 5, 198 99 4.6 
1923 10. 628 1. 51 1940 } 5, 235 1. 02 4.6 
1924 9 877 42 1941 - 4 5. 610 1. 09 4.6 
1925 8, 53 6, 463 7 1942 2. 5, 841 1.12 4.8 
1926 8, 427 6, 499 1.39 ‘R.4 1943 2, 5 YS 5.8 
1927 7, 974 6, 519 1.3 8.2 1944 2, ¢ 5 98 7.0 
1928 502 6, 37 4 8.0 1945 2, 7 5 96 7.2 
1929 6, TSI 6, 519 1 7.7 194¢ 2 5 1. 03 7.9 
1930 6, 195 84 1.18 6.2 || 1947 2, 97 8.8 
1931 5 YR? 5 348 1.08 4 1948 1, 5 97 9. 2 
Includes both lar snd small cigars. Represents unstemmed equivalent of the tobacco used in their 
manufacture Consumption for 1940-48 includes consumption by forces overseas and is the sum of tax- 
paid and t free withdrawals le ex 1 
Arithmet iverage for year computed from average for sample periods In some years the prices were 
taken on only two dates, sometimes three, and sometimes on four Ihe prices are for 32 o1 4 large cities 
ADI ste 1 slers in each city are asked to report the price of their largest selling brand. The average 
price eacl s weighted by the populatik of the metropolitan area in computing the overall average 
or the sample ods 
N i ile 
4 Decemh eo 
Pre ‘ 
! iry D Pax A the Secretary 
Sources N he ctoric ms, Annual Reports of the Commissioner of Internal Rev- 
‘ 2)4 spit msumptior vf Agriculture, Annual Report on Tobacco Statistics, 1942 
p. 82, 1947, p. 88, 1949, p. 55; average retail price, Department of Labor, Bureau of Labor Statistics 


1\ ECONOMIC BACKGROUND OF THE INDUSTRY 


1. Character of supply 


Just prior to the War more than 95 percent of the cigars consumed in the 
United States were produced by domestic manufacturers, but nearly one-half 
of the tobacco used in the domestic production of cigars was produced outside of 
the continental United States 

Since World War I there have been marked changes in the character of the 
domestic cigar industry Phe number of cigar factories has been declining al 
most steadily for about 30 vears (table 1) From about 16,000 factories in 1515 
the number had declined by 1943 to about 2,400, or by approximately SS percent. 
Phe decline was interrupted during the war when shortages of low-priced cigars 
provided a profitable market for small establishments. After the war, however, 
the number of cigar factories continued to fall and by 1948S was at a new low 
of less than 2,000. Despite this decline, the number of cigar producers ™ is large 
in comparison with the number of producers of cigarettes or smoking and chew 
ing tobacco 

The decline in the number of cigar factories reflects a basic change in the in 
dustry from one in which a substantial proportion of the business was done by 
the small producers of hand-made cigars to one in which the bulk of cigars is 





now made by machine in large factories Formerly most cigars were sold in 
local market areas. The development of machine production, however, was 
United States Tariff Commission, Trade Agreement Digest, vol. VI, Tobacco and Manu 
facturers, 1946, pp. 5-6, 15 Most imported cigars came from the Philippines in prewar 
=, while s the war creased shipments from Cuba supplied most of the imperts 
Puerto Ric cigar filler, which is usually blended with domestie filler, accounted for about 
2 percent of the tobacco used in domestic production of cigars in the years 1935 to 1939 
I orts from Cuba and the Philippines accounted for about an additional 20 percent of 
tl tol ‘ st Cuban filler is used to a larger degree in the higher priced cigars 
Substar i mi S 4 matra le were imported for cigar wrappers before the war 





rhe number of producers is somewhat smaller but not greatly different from the 


he cigar-making chine was successfully introduced in 1917 
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accompanied by the growth in sales of nationally advertised and nationally dis 
tributed brands by a few large firms. The mechanization of production resulted 
in large savings in costs.” Those changes made it difficult for the small, local, 
hand-operated establishment to continue on a profitable basis. In addition, com 
petition became more intense as the industry experienced a decline in total con 
sumption after 1920. It has been estimated that by 1936 machines were used 
in producing about 80 percent of the industry’s total output.” But only about 
1 percent of the manufacturers used cigar-making machines and these producers 
had sufficient capacity to meet total demand.” 

While the continued market for hand-made cigars has enabled a substantial 
number of small producers to remain in the business, the concentration of pro 
duction has increased considerably. In 1921, the first year for which data are 
available, about 16 percent of the cigars were made in factories producing over 
forty million per year. (Table 2.) The number of factories of this size increased 
and their percentage of the total output rose to a prewar peak of 70 percent in 
1941. The concentration was substantially the same in 1948. By 1937 four 
companies accounted for nearly 40 percent of the total value of cigars produced.” 
The degree of concentration, however, is lower than it has been for other tobacco 
products.“ The producers of cigars generally do not also produce other tobacco 
products, such as cigarettes, smoking tobacco and chewing tobacco. 


TABLE 2.—Number of cigar factories, by size of production and percentage dis 
tribution of production by size of production of factories, 1921, 1930, 1940-48 


Production of cigars 
per factory 1921 1930 1940 1941 | 1942 1943 1944 1945 1946 1947 1948 
(thousands) | 


Number of factories 








Under 250 Lis. pag \f6, 752 | 3,330 | 2,966 | 2,620 | 2,256 | 2,601 | 2,795 | 2,489 | 2,209 | 2,040 
250 to 500. Sad \ 224 138 147 141 156 260) 324 205 162 106 
500 to 1,000 510 148 1s ST 71 72 145 203 134 79 48 
1,000 to 2,000 324 116 6 0) ‘1 52 SS 142 128 44 44 
2,00 to 3,000 147 61 21 19 14 15 43 45 6 oe 13 
3,000 to 4,000 76 42 i2 10 11 19 15 25 29 14 lf 
4,000 to 5,000 73 25 11 ) 6 s 10 14 11 11 11 
5,000 to 7,500 ) s f 49 19 1s 16 25 25 ”) 29 15 12 
7,500 to 10,000 f ate 1) 23 a 11 1 8 14 if If 14 17 
10,000 to 20,000 x 40 2 23 2 28 26 ; 9 29 
20,000 to 40,000 25 28 23 2 29 is 43 3s 32 27 
Over 40,000 ll 85 0 32 0 0 sy ( ) 
Total 14, 578 | 7,552 | 3, 762 3, 377 8,015 | 2,707 3, 300 5, 690 5, 194 | 2,760 2, 402 
Percentage distribution of production 
Under 250 » \f 9 2.7 2.3 2.0 2.2 l 5.8 2 2.0 1.6 
240 to 500 oi) ae 9 ) § 1 1.8 23 | 1.0 7 
40) to 1,000 5.3 ss 13 1.1 ’ ’ 2.0 2.7 1.7 1 
1,000 to 2,000 6.8 2.8 1.3 s s l 2.3 1.2 3.2 3 ] 
2,000 to 3,000 5.3 2.5 1.0 9 - 7 2.0 2 2.4 1.23 f 
$000 to 4,000 ) 2.5 8 t 1.2 1.0 Lf 1.9 Q 
4,000 to 5,000 1.9 1.9 y 7 9 ] 9 9 ) 
5,000 to 7,500 Be oye f 5.0 , 2.0 1.7 29 29 2 2.4 2 
oe : Is. 4 > - ) >> _ »>9 
7,500 to 10,000 j \ 3.4 1.5 ] 2.0 1.4 2.3 2 2.9 2.2 «.f 
10,000 to 20,000 16.0 11.4 7.0 6.2 6.4 7 6.9 1g && 6.3 7.¢ 
20,000 to 40,000 10.0 13.7 12.1 12.7 14.2 20. 2 23. 2 20.6 16.1 17.5 14.0 
Over 40,000 15.7 19.8 68. 4 70.1 69.3 5Q 7 51.6 47.5 6. 6 (4.1 68. 1 
Total 100. 0 100.0 100. 0 100. 0 100.0 100.0 100. ( 100.0 100.0 100.0 1”) 
Treasury Department, Tax Advisory Staff of the Secretary 


Source: Annual Reports of Commissioner of Internal Revenue 


It has been estimated that machines displaced about one-fourth of the workers in the 
industry. (See W. D. Evans, Effects of Mechanization in Cigar Manufacture, Department 
of Labor, Monthly Labor Review, May 19338.) 

® Evans, loc. cit. 

62 Federal Trade Commission, Agricultural Income Inquiry, pt. I, 1938, p. 470 

® Temporary National Economic Committee, the Structure of Industry, Monograph No 
27, p. 479. 

evans, op. cit. The reason for this is attributed in part to the delay in the develop 
ment of a successful cigar-making machine Prior to its dissolution in 1911 the American 
Tobacco Co. had obtained control of only about 15 percent of total production of large 
elgars. Although this company had experimented with cigar-making machinery, apparently 
it was unable to develop production economies that had much advantage over small pro 
ducers. (When the first successful cigar-making machine was introduced in 1917 the cigar 
business was not dominated by a few entrenched companies 
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TABLE 3 Tax-paid withdraials of cigars, by price classes, estimated from sale 
of tar stamps, 1918, 1920, 1929-49 











M I irs 
Intended retail price per cigar Percent of 
; total in 
Year ta 5-cents- 
Not ' 1tok 8.1 to 15 5.1 to 20 Over 20 and-under 
cents cents cents class 
1918 7,440 1, 180 44, 425 $1,797 17 22 15.9 
192) 8, 502 2, 043 2, 620 3, 641 142 56 24.0 
1929 6, 850 859 582 2, 236 145 27 56.3 
193 & 108 S61 QF 1. 799 121 21 62 
1931 628 IRE 17 1, 368 R6 1 70.8 
1932 4, ¢ 734 842 56 79. € 
193 4, 592 W532 4 ‘4 4¢ ) 85. 6 
1934 1, 868 4,197 60 Sf 1 4 86. 2 
193 031 4,454 68 487 39 5 88. 1 
1936 504 4,749 544 41 5 88.0 
1937 34 4, SE 7 42 5 87.9 
1938 326 4, 234 2 103 37 4 88. 8 
1939 510 4,04 1 484 5 89.7 
1940 568 4, 99 42 193 4 89. 6 
1941 960 5, 32¢ 45 54] 5 89. 4 
1942 6, 207 3s, 7 57 688 7 10 86.8 
1943 5, 228 444 7162 991 115 15 75.4 
1944 4, 786 2 7 124 1, 762 92 72 48.8 
194 5, 014 1,4 71,624 1, 571 IS7 157 20.4 
194 5, 914 4 1, 765 2, 367 20 169 23.8 
1947 5, 631 61, 403 s ONS 148 136 24.9 
1948 77 61,87 3, 021 160 140 32.4 
1949 87 
I ule led to retail for not ov 7 cents in 1918 and not over 6 cents in the last 2 months 
1942 i ne i 194 1948 
Exclu é figures for Pl pine por 
( ul etail for less th 4 ¢ t 
r4cents and not over 7 cents 
I retail for over 7 cents and not over 15 cents 
SI t mths of 1942 and subseugent years, represents cigars intended to retail at 6 cents o1 
les i f 
net overs 2.6 to 4 cents | 4.1 to 6 cents 
cents 
Millions Millions Millions 
1942 (November and Decembe1 79 443 179 
104 40 738 2, 861 
1044 184 283 1, 821 
1945 47 424 19 
1946 44 376 v1l9 
1947 16 315 | 1, 066 
1948 12 | 299 | 1, 557 


For the last 2 months of 1942 and subsequent years, represents cigars intended to retail between 6.1 


lreasury Department, Tax Advisory Staff of the Secretary. 





Source nt of Agriculture, First Annual Report on Tobacco Statistics and succeeding Annual 
Repor withdrawals include cigars of Puerto Rican and Philippine manufacturers, and are 
totals of 1 the preliminary monthly releases of the Bureau of Internal Revenue. 


Cigars are sold over a wide range of prices, and in most stores can be pur- 
chased at from 5 to 25 cents a piece. Prior to World War II the business had 
become largely concentrated in the lower price classes (table 3). By 1939, the 
proportion of cigars produced to retail at 5 cents or less had increased to nearly 
00 percent of the total. However, in the postwar period cigars retailing between 
8.1 and 15 cents have been the most popular. Most of the large manufacturers 
produce cigars in different price lines although not necessarily in all price lines. 
The smaller producers confine themselves to the hand-made products, some for 
special orders. Most of these are in the higher price classes although appar- 
ently some lower-priced cigars are hand-produced.” The increasing concentra- 


® W. D. Evans, op. cit., p. 118 
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tion in the industry has probably reduced price competition to some extent and 
resulted in competition being more largely on a brand basis. The larger pro 
ducers have placed increasing emphasis on advertising their largest selling 
brands. Nevertheless, consumers can still purchase different cigars at relatively 
small differences in price and thus shift their consumption to some extent on a 
price basis. 

The manufacturers of cigars have made considerable effort to persuade dis 
tributors to maintain the list prices on their products.’ With the development 
of the Fair Trade Acts many of the important companies priced their products 
under these laws. The cigar manufacturers have not been able to make as large 
advertising expenditures as the cigarette companies and have had to depend upon 
the selling efforts of their distributors to a greater extent. With the declining 
market for cigars profit margins of wholesalers and retailers have been an 
important factor in securing sales. The wholesale distribution of cigars is 
assigned largely on an exclusive territory basis 

The advertised retail prices of cigars have generally been changed infre- 
quently. The leading brands have been more stable in price than the largest 
selling brands of cigarettes. Prior to World War I most cigars sold for 5 cents 
or less. With the increase in costs, prices were raised generally and during the 
1920's the most popular brands sold for 10 cents straight or 3 for 20. Two of 
the largest selling brands of cigars were reduced to a 5-cent price in 1931 and 
1933 from their previous prices of 3 for 20 cents and 10 cents. They remained 
at this level until 1942 when they weré raised to 6 cents.” In 1945 they were 
raised to 7% cents and in 1946 to 9 cents. Subsequently they were raised to 
10 cents. Thus, there was a period of over 9 years during which prices were 
unchanged and over 14 years during which they were changed only three times. 
There is, however, an indirect method of adjusting cigar prices to changes in 
demand through changes in size and quality. Cigars are made in a wide variety 
of sizes and shapes and it is possible to effect a change in price by introducing 
a new size or shape while maintaining the former price. The stability of prices 
may have been influenced in part by the practice of producing cigars to be 
retailed at convenient coin intervals, e. g., 2 for 5 cents, 5 cents, 2 for 15 cents, 
10 cents. The changes in price involved in shifting from one accepted coin 
interval to another represent large percentage differences.” While wartime 
price adjustments resulted in odd prices such as 6, 9, and 11 cents, since the 
end of price control there has been some effort to reprice brands on the basis 
of customary prewar price intervals. 

Hand-produced cigars involve a high proportion of labor cost. The develop- 
ment of machine production reduced these costs but for the industry as a whole 
factory wages in 1947 were 22 percent of net sales (after deducting excise taxes) 
as compared with only 5 percent for cigarettes, and 13 percent for snuff, and 
chewing and smoking tobacco.” While smaller producers were being forced out 
of business by increased use of machine production and the declining consumption 
of cigars, the largest producers operated on a profitable basis during most of the 
time since 1920." Profits were substantially lower after the price reductions in 
the early 1930’s. Although at the time of the price reductions the cost of cigar- 
type tobacco had declined, these costs subsequently recovered to approximately 
the level prevailing between 1920 and 1930 (table 4). During and after the war 
both costs and prices increased substantially. 


® Federal Trade Commission, op. cit., pp. 508-519. 

6? Department of Agrieulture, American Tobacco Types, Uses, and Markets, Circular No 
249, Washington, 1942, p. 91 

6 About one-third of the 1942 increase was occasioned by the tax increase (Office of Price 
Administration, press release of November 3, 1942) 

® The problem is apparent in a number of other low-priced products, such as candy, 
chewing gum, and soft drinks 

7 Census of Manufactures, 1947: Tobacco Manufacturers 

The rate of return, however. was Substantially lower than in the cigarette industry, 
TNEC. Investments, Profits and Rates of Return for Selected Industries, pp. 17, 669-70 





82 GRADUATED CIGARETTE TAX 


TABLE 4.—Production and average price per pound received by farmers for cigar 
type tobaccos, 1920, 1925, 1930-49 


Production (thousands of pounds Price per pound (cents) 
Year - scenes — 
Filler Binder Wrapper Filler Binder Wrapper 

1920 102, 542 108, 944 11, 941 13.5 24. 6 75.0 
1925 91, 751 95, 159 7, 538 10.7 15.3 83.8 
1930 74, 128 95, 192 11, 486 8.3 15.4 68.7 
1931 89, 233 90, 271 8, 205 6.8 8.8 62. 4 
1932 70, 060 72, 980 6, 984 5 6.9 50.7 
1933 34, 132 38, 213 6, 060 5.4 8.7 57.6 
1934 39, 920 27, 898 7, 280 9.1 12.1 75.1 
1935 49, 849 33, 845 7. 795 9.7 12.7 79.7 
1936 53, 220 41, 776 9, 418 11.0 14.7 82. 6 
1937 i), 219 51, 910 8, 508 10.0 13. 4 | g9.4 
1938 51, 530 53, 722 9, 029 12.4 9.6 64.9 
1939 63, 055 63, 296 11, 376 11.7 16.6 67.7 
1940 66, 543 67, 943 ¥, 499 11.9 14.5 77.6 
1941 71, 466 61,619 10, 136 12.4 16.9 9S. 4 
1942 53, 620 55, 711 9, 242 13.2 20.3 132. 1 
Dc icctecces 47, 384 51, 357 1), 020 18.6 30.3 168. 0 
1044 58, 838 57, 234 11, 290 19.5 30.9 196. 1 
1945 49, 940 62,075 11, 214 34.0 47.7 197.3 
1946._ _. 64, 376 73, 813 12, 501 32.8 52.7 | 234. 0 
1947 63, 160 70, 255 13, 490 30. 6 43.4 296. 0 
1948 71, 400 58, 500 14, 800 25.8 41.8 263. 0 
1949 ! 66, 400 59, 900 16, 400 (@) (?) (@) 


! Preliminary 
2 Not available 


freasury Department, Tax Advisory Staff of the Secretary. 
Source: Department of Agriculture, First Annual Report on Tobacco Statistics and succeeding Annual 
Reports; the Tobacco Situation, February 1950 


B. Character of demand 

The large expansion in cigarette smoking apparently has affected other forms 
of tobacco usage to a considerable extent. Shifts in consumption have probably 
been based in part on taste and social considerations and in part on relative 
costs. Cigars have never been the most important form of tobacco consumption. 
In terms of the quantity of raw tobacco used they are now less important than 
the other general categories of cigarettes and manufactured tobacco. However, 
the demand for cigars has not declined as much as the demand for manufactured 
tobacco products. 

The high point of cigar consumption was reached in 1920 when about 8.1 
billion cigars were produced (table 1). The proportion of tobacco used in 
manufacturing cigars also reached a peak of about 26 percent in that year.” 
With the increase in cigarette consumption the proportion of tobacco used for 
cigars has declined and in recent years has been only about 10 percent of the 
total. From the high point reached in 1920 the per capita consumption of to- 
bacco in the form of cigars declined about 20 percent by 1929 (table 1). A 
further sharp drop occurred during the depression when per capita consumption 
was only a little more than one-half of the 1920 level.” Per capita consumption 
increased somewhat in the years immediately preceding the war and during 
the war but has remained substantially below the 1929 level. 

Changes in cigar consumption since the latter part of the 1920’s appear to 
have been associated to a considerable extent with fluctuations in national in- 
come. The changes in consumption, however, have not been as great as the 
changes in income. For the period 1927 to 1943, after adjustment for the down- 
ward trend, tax-paid withdrawals of cigars fluctuated proportionately only half 
as much on the average as disposable income of consumers.” 

It is more difficult to determine the effect which price changes may have had 
on the consumption of cigars. Cigar smoking is relatively the most expensive 


Pt. I, table 6 
™ Because of changes in the proportion of different size cigars the comparisons are 
expressed in terms of tobacco used in producing cigars rather than the number of cigars 
‘Disposable income based on Department of Commerce data prior to the revision of 
July 1947 Becatse of changes in prices, fluctuations in consumer expenditures for cigars 
were larger than fluctuations in the number of cigars consumed 
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form of tobacco consumption.” The decline in cigar consumption has occurred 
despite decreases in the price of cigars. It appears that retail cigar prices 
decreased by one-third during the 1920’s (table 1). This was approximately the 
same as the decrease in the retail price of cigarettes during this period. The 
decline in cigar prices after 1929 was much larger than the decline in cigarette 
prices. However, cigar consumption failed to recover significantly while there 
was a large increase in cigarette consumption. It is possible that, because of 
the large difference in cost between the two forms of smoking, price adjustments 
on cigars have relatively little effect on consumer choice between cigarette and 
cigar smoking as a habitual form of tobacco consumption. However, price 
changes could still be an important factor in determining the number of cigars 
purchased by a cigar smoker and the price class in which he makes his purchases. 
Cigar prices have increased much more than cigarette and smoking tobacco 
prices since 1939,” and since 1946 there has been some decline in consumption.” 
The present level of consumption is lower than would be expected on the basis 
of the prewar relationship between consumption and income after allowance for 
downward trend. 


C. Outlook for the industry 


The outlook for the consumption of cigars does not seem favorable. The in 
crease in consumption during the war was no greater than would be expected 
from the increase in the level of income, but was probably limited to some extent 
by the availability of supplies. Although consumer incomes are now above 1946, 
cigar consumption is below 1946, the postwar high point. The anticipated expan 
sion as the result of cigar consumption by members of the armed forces during 
the war apparently has not materialized. Postwar increases in the cost of liv 
ing may have affected the demand for cigars. Consumers must now pay 6 cents a 
piece for cigars which prior to the war sold at 2 for 5 cents, an increase of 140 
percent.” 

The industry has certain problems of adjustment. The opportunity for expan 
sion of hand-made cigar production which developed during the war appears tu 
have been temporary. Competition with machine production had grown increas 
ingly difficult prior to the war and the increase in wages since then may have 
placed hand production at a greater disadvantage. There was also a substantial 
increase during the war in the proportion of cigars selling in the higher price 
classes. For example, tax-paid withdrawals of the highest priced cigars, those 
selling for over 20 cents, increased from about 4,000,000 in 1988 to 169,000,000 in 
1946 (table 3). Higher priced output has decreased since then and there appears 
to be significant downward shift in demand to the lower price brackets. 

Opportunities to reduce costs have been retarded by relatively large raw mate 
rial and wage increases in the last 10 years. Wages have increased over 100 
percent since 1939." The unit productivity of workers has increased to a lesser 
extent.” A more efficient cigarmaking machine developed just prior to the war 
may offset increases in costs to some extent. The prices of the cigar-type tobac 
cos, filler, binder, and wrapper, have each increased by 150 percent or more (table 
4) and substantial increases in the price support levels for several types are 
likely in 1950." 


* Based on average prices for different forms of tobacco use At present prices the cost 
of a “popular priced cigar” is about one-half as much as a package of standard brand 
cigarettes A person smoking 5 cigars a day would thus spend about two and a half times 
as much as one smoking a pack of standard brand cigarettes. On the lowest price 
cigars the cost of 5 cigars would be about 25 percent more than the price of a package of 
standard brand cigarettes. Smoking tobacco is considerably cheaper than the equivalent 
in factory-made cigarettes 

7% According to the Bureau of Labor Statistics data on retail prices, the increase in 
popular-brand cigar prices since 1939 has been about 100 percent compared with 40 
percent for cigarettes and 30 percent for smoking tobacco 

7 The industry has given attention to the advisability of adjusting prices more often 
to meet changes in consumer income and the price level generally. Cigar Manufacturers 
Association of America, Inc., press release of July 8, 1947 

™ The March 1942 stated price of 2 for 5 cents was increased to 5 cents straight, effec 
tive November 13, 1944 (Office of Price Administration, Maximum Price Regulation No 
260.) After the termination of price controls, the price was increased to the present 6-cent 
level 

™ The increase in average hourly earnings from 1939 to October 1949 was 111 percent 
Denartment of Labor, Monthly Labor Review, January 1950 

® Although output per man-hour increased by 33 percent between 1939 and 1945, the 
increase was more than offset by higher wages, and unit labor costs increased by 33 percent 
(Department of Labor, Productivity and Unit Labor Cost in Selected Manufacturing 
Industries, 1939-45. ) 

81 Department of Agriculture, the Tobacco Situation, October 1949, p. 18 
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1. On profits 

The present tax approximates 10 percent of the retail price of cigars includ 
ing tax, compared with roughly 5 percent prior to the increase under the Revenue 
Act of 1942 The industry was granted an increase in ceiling prices to cover 
cost changes and to reflect the change in tax in 1942." The increase in tax in 
1942 probably did not affect profits appreciably because of the ceilings imposed 
on cigar prices and the fact that for a considerable part of the war period supply 
was insuflicient to meet civilian demand. As demand increased some producers 
regate profits of leading com 






shifted output to higher price classes and the ag 
panies increased substantially ~ (table 5). 

Present taxes are lower in relation to retail prices in the case of cigars than 
in the case of cigarettes and most manufactured tobacco. Although there is no 
evidence that the consumption of cigars is very responsive to price changes, it 
is doubtful whether price has relatively as little effect as it appears to have 
on cigarette consumption. When the tax on cigars was reduced by the Revenue 
Act of 1926 the volume of cigar consumption did not seem to be affected appre- 
ciably However, since the change in tax amounted to a fraction of a cent on 
most cigars, it was difficult to reflect the change in prices to consumers except 
through adjustment in the size and quality of the products. The tax increase 
of 1942 was made under abnormal conditions which prevented indication of its 
possible effect. Since the tax was increased the price of cigars (tax included) 
has risen substantially. For example, cigars selling at 5 cents prior to 1942 now 
sell for 10 cents. Only 0.8 cent or about 16 percent of the increase represents 
higher tax. Consequently, any reduction in consumption since the tax ws 
increased would be largely attributable to changes in prices due to higher costs 
and other factors affecting consumption. 


TABLE 5 Net profits and rate of return on net worth of cigar manufacturers 


reporting to Securities and Exchange Commission, 1936-47 * 


Net pro‘its as a percent 


, fits 
Net profit of net worth 2 


Year 

Before After Before After 

income income income income 

taxes taxes taxes taxes 

Millions Millions Percent Percent 
1936 $5.2 $4.3 8.1 6.8 
1937 4.9 4.1 7.8 6.4 
1988 4.5 3.7 7.2 5.9 
1989 5.0 10 7.9 6.5 
1940 7.0 5.4 11.5 8.8 
1941 7.9 5.5 12.5 8.6 
1942 8.5 4.8 13.1 7.3 
1943 12.8 A. 19.3 8.4 
1944 13.0 0 20.5 7.6 
1945 11.2 4.8 17.3 7.4 
1946 14.1 Rf 92.5 13.8 
1947 12.7 8.0 19. 1 12.0 


1 Companies included are Alles & Fisher, Bayuk Cigars, Consolidated Cigar Corp., DWG Cigar Corp., 
General Cigar Co., D. Emil Klein Co., Waitt & Bond, Webster Tobacco Co, 
2 Net worth as of the beginning of the year. Includes preferred and common stock and surplus, 





sory Staff of the Secretary 


Treasury Department, 
t Comn on, Survey of American Listed Corporations, Data on Profits 


Source: Securities an 
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On cigars retailing for less than 20 cents the tax in each bracket is about the same 
percentage for prices at the mid-points of the brackets, but is a higher percentage of 
prices nearer the lower limits of the brackets and a lower percentage of prices nearer the 
upper limits of the brackets 

Maximum Price Regulation No. 260, effective November 1, 1942 

™ Beginning in the first quarter of 1945 the Office of Price Administration required 
individual producers to maintain the same proportion of output in each price class as they 
had produced in the period January 1—June 30, 1948, after adjustment for the higher ceiling 
permitted in 1945 (Maximum Price Regulation No. 260, amendment 10) 

® Part of the higher tax is the result of the shift in the cigar to a higher price class 














bearing a higher rate of tax 





. 


eects 





Dinnriceteccnnnecernseceitsiin tenn ii ecco een etn te chert 


GRADUATED CIGARETTE TAX S5 


B. On competition 


After the Revenue Act of 1917 cigars were taxed under five price brackets until 
the Revenue Act of 1942 when the number was increased to seven. The bracket 
system can be used to levy a tax on the basis of physical units and yet approxi 
mate an ad valorem or percentage tax. Unless the bracket intervals are very 
small, however, the relative importance of the tax will vary at different points 
within the bracket to a degree which may have important effect on the competi 
tive position of products selling at different prices.” The competitive effect was 
an important consideration in the revision of the brackets in 1942," and the 
industry has indicated that a further increase in the number of brackets would 
be desirable.” 

Although the bracket system tends to reduce the competitive inequities of a 
flat specific tax applicable to all cigars, it is difficult to devise a bracket system 
which would substantially avoid such inequities under changing price conditions. 
From 1917 to 1942 the first bracket covered cigars selling for not more than 5 
eents at retail.” During this period, however, the sale of cigars retailing at 
two for 5 cents and three for 10 cents became important. The tax was a much 
higher percentage of the selling price for these cigars than for the 5-cent cigar 
The first bracket was replaced by three brackets in the Revenue Act of 1942. 
When the manufacturers of cigars, selling for 7.5 cents wanted to raise prices in 
1946 they found that an increase in price over 8 cents involved a shift in tax 
bracket.” A price increase to three for 25 cents would have yielded a net increase 
in return to the manufacturers of only $1.40 per thousand compared with a 
price increase to buyers of $8.33 per thousand. Under these conditions the 
manufacturers increased prices to 9 cents, which resulted in the same increase in 
tax but a higher return to the seller. 


C. On consumers 

There may be some question whether the industry is able to pass the full 
amount of the tax on to consumers. However, to the extent that prices to con- 
sumers are increased by the tax, it appears that the tax borne by them is not 
very regressive. Studies of consumer expenditures in 1941 and 1944 indicate 
that cigar expenditures represented about the same proportion of income for all 
income groups under $5,000." 

Cigar expenditures are not relatively large but are represented in the Bureau 
of Labor Statistics’ Index of Consumer Prices. On the basis of the relationship 
of the tax to retail price of inexpensive cigars, the tax increases the index by 
about 0.05 percent. 

VI. ADMINISTRATION AND COMPLIANCE 


The number of manufacturers filing returns is about 2,500 and most of them 
are relatively small. Some enforcement problems arise because of the turn-over 
among smaller producers. However, through long-established procedures the 
problems involved both for taxpayers and the Bureau of Internal Revenue have 
been minimized. The detailed records required of manufacturers provide a close 
check upon their tax liabilities. In order to maintain these special records, 
however, taxpayers must do more work than is necessary to make tax reports 
on most excise taxes. 

VII. TECHNICAL PROBLEMS 


The principal technical questions which arise under the tax on cigars are: 


1. The possibility of revising the tax to create a more uniform rate of tax 
between different price classes. 





“For example, the $10 tax rate in the cigar-tax bracket 8 to 15 cents is equivalent to 
an ad valorem rate of 21.7 percent of manufacturers’ net price for three-for-25-cent cigars 
and 11.3 percent for 15-cent cigars 

8? The bill as passed by the House of Representatives contained nine brackets 

88 Hearings before the Committee on Ways and Means on Proposed Revisions of the 
Internal Revenue Code, 1947, pp. 592-601; also, February 1950 testimony of E. J. Regens 
burg 

® Although the introduction of the bracket-rate system may have tended to stimulate 
a shift to production of lower-priced cigars, it should be noted that the mechanization of 
production which developed after the adoption of the bracket-rate system enabled the 
industry to reduce costs and the downward trend in the demand for cigars exerted pressure 
on producers to reduce prices 

® Proposed Revisions of the Internal Revenue Code, 1947, pp. 592-601 

% 1941 data from Bureau of Labor Statistics. Family Spending and Saving in Wartime 
Bulletin No. 822, Washington 1945, p. 185: Department of Agriculture, unpublished data 
1944 data are unpublished material from the Bureau of Labor Statistics It should be 
noted, however, that there may have been some underreporting of tobacco expenditures in 
these studies 
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2. Whether floor-stocks taxes should be imposed or refunds made on tax- 
paid floor stocks if the tax is changed. 


1. Revision of tax structure 

As a result of industry developments since 1942 some revision in the present 
tax brackets is necessary in order to bring them into better alinement with 
present price relationships of cigars. However, as noted in section V above, 
the bracket system would continue to give rise to inequities whenever price re- 
lationships changed appreciably unless the rate schedule was revised to reflect 
such changes. Moreover, inequities would continue to exist within price brackets, 
if the brackets had very large intervals. These problems could be largely avoid- 
ed by adopting an ad valorem tax for cigars.” While such a change would gen- 
erally result in more equitable taxation of cigars, it would increase the tax 
on Cigars selling above 20 cents relative to the tax on lower-priced cigars unless 
some limitation, such as the one in the present law, were placed on the amount 
of tax on higher-priced cigars. The principal difficulty that might be encountered 
in the adoption of an ad valorem tax would be the possible additional work re- 
quired of manufacturers and the Bureau of Internal Revenue. 

Under the present tax cigar manufacturers are required to keep records show- 
ing the number of cigars withdrawn according to the retail price classes speci- 
fied in the law. If an ad valorem tax were adopted, it would be necessary to 
continue requiring records on the physical volume of withdrawals as a part of 
the general controls over the use of leaf tobacco and the disposition of the prod- 
ucts made therefrom.” At present manufacturers also are required to purchase 
and affix stamps on every package, the stamps indicating the tax bracket for 
which the tax was paid together with the intended retail price. In addition to 
the tie-in with production controls which the stamp system provides the Bureau 
of Internal Revenue, the stamps permit distributors and consumers to check 
whether the retail price conforms to the class of cigars on which the tax was 
paid. Continued use of stamps for collection of the cigar tax is considered ad- 
ministratively desirable. It probably would be feasible to maintain a system 
of stamp control in conjunction with an ad valorem tax. For purposes of the 
ad valorem tax manufacturers and importers would have to file, in addition to 
present reports, a monthly return showing dollar-sales figures and maintain 
detailed records to enable the Bureau to check the accuracy of the returns. If 
the use of the stamps were continued together with the reports necessary for an 
ad valorem tax, some additional compliance burdens would be imposed on tax- 
payers and additional work would be required of the Bureau in verifying returns. 
B. Floor stocks taxes and refunds 

Floor-stocks taxes were imposed when the tax on cigars was increased in 1919 
and in 1942.% The reduction in tax under the Revenue Act of 1926 was accom- 
panied by a provision for refunds on tax-paid floor stocks where the amount was 
not less than $10. 

A tax increase made without provision for taxing floor stocks would permit 
producers and distributors to accumulate stocks in excess of normal require- 
ments. In addition to the loss in revenue involved, some producers and distrib- 
utors would benefit more than others by their superior financial position. Al- 
though cigars cannot be held for long periods without affecting their salability, 
the possibility of accumulating stocks probably would be important enough to 
make the imposition of a floor-stocks tax appear desirable if a substantial in- 
crease were made in the tax on cigars. 

With respect to the refunds on floor stocks, some question may be raised con- 
cerning the policy followed when the tax on cigars was reduced under the 1926 
act. A tax reduction made without provision for refunds on stocks tax-paid at 
the higher rate would tend to disrupt the normal flow of business and result in 
losses for those holding tax-paid stocks. The possibility of loss would be less for 


™In 1946 the Canadian tax on cigars, which previously had been levied on a bracket 
system, was changed to a low-rate specific tax of $1 per 1,000, plus an ad valorem tax of 
25 percent. The change was made because of the competitive inequities created by the 
bracket system under the high-rate specific tax (Canada, House of Commons Debates, 
vol. LXXXV, No. 69, p. 3009). Representatives of the United States cigar industry have 
indicated that the ad valorem form of tax would be preferable, but did not recommend 
it because of the administrative burdens on the Treasury Department (Proposed Revisions 
of the Internal Revenue Code, 1947, pp. 592-595). 

* Regulations, No. 8. 

™ The increase in tax in 1917 was not accompanied by a floor-stocks tax, but provision 
was made for an additional tax. equal to 50 percent of the increase in tax. on withdrawals 
during the period between the date of the passage of the act and its effective date. 
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retailers than for others and the payment of refunds might result in windfalls 
for most retailers. That is, unless the tax reduction on cigars represented a 
large proportion of the present tax, it would amount to such a small fraction 
of a cent on most cigars that it would not be feasible for retailers to adjust 
prices by the amount of the refund. Because their sales are in larger quantities, 
producers and wholesalers could adjust prices by the amount of the tax change 
and it would be difficult for them to avoid losses because their stocks tax-paid 
at the higher rate probably would have to be reduced in price to meet the com 
petition of new supplies tax-paid at the lower rate. On the basis of floor-stocks 
returns filed under the 1942 act, most of the tax-paid stocks normally appear 
to be in the hands of wholesalers and retailers. The total stocks amounted to 
about 7144 weeks’ sales. 

The handling of floor-stocks returns involves considerable work for the Bureau 
of Internal Revenue.” Refunding of tax on floor stocks raises more possibility 
of fraud than the collection of a floor-stocks tax and requires closer examination 
of returns. The minimum amount of refund specified in the 1926 act reduced 
the number of floor-stocks returns, but this type of provision discriminates 
against small dealers.” The number of returns and difficulties involved could 
be limited more effectively and with greater equity by providing for refunds only 
to producers and wholesalers. Instead of providing for refunds it might be 
desirable to have producers take back from distributors stocks tax-paid at the 
higher rate and restamp such goods at the new rate of tax. 


Part III. Excise TAX ON MANUFACTURED TOBACCO AND SNUFF 
I. DESCRIPTION OF THE TAX 


The term “manufactured” tobacco is commonly used to describe tobacco 
products other than cigars and cigarettes. Although the tax on snuff is imposed 
by a separate subsection of the law, chewing tobacco, smoking tobacco, and 
snuff are all taxed at the same rate. 

The tax applies to manufactured tobacco upon removal from the place of 
manufacture or upon release from customs custody, or upon sale if prior to such 
removal or release. 

The tax is payable by the manufacturer or importer, and is paid by purchasing 
tax stamps to be affixed to the packages prior to removal from the factory or 
upon release from customs custody. 

Exemptions from the tax are provided on withdrawals for: 


1. Export. 

2. Use as sea stores. 

3. Use of the United States Government (but not for resale in the United 
States). 


II, CHANGES IN THE TAX SINCE 1917 


2 


A tax has been imposed on manufactured tobacco since 1862. The present 
tax of 18 cents per pound was imposed by the Revenue Act of 1918, and has 
been in effect since February 25, 1919. The Revenue Acts of 1917 and 1918 each 
increased the tax by 5 cents per pound. The rate imposed by the 1918 act was 
higher than the tax had been for approximately 40 years. 


III. REVENUE COLLECTIONS, 1936-50 


The tax on manufactured tobacco yields approximately the same amount of 
revenue as is derived from cigars, but less than 4 percent as much as is obtained 
from cigarettes. 

Collections, fiscal years 1936-50 


{In millions] 


Fiscal year: Collections | Fiscal year—Continued Collections 
DN iiastinisn tn ts wipe eatin ected $63. 0 BUT icic icniea cp heeetneebdeiaamn donee .- $53; 0 
I ii scans lcalcisian alee aheaipecieanabaie. SET De cicimicsnidiitinpecdiasanndinieis inn Ce 
cl ca --- 00.7] ee a ae 
| — ial a ier ke ST ictsinisaistezdainciesccrascpitanielneiiabiaaaiin 3. 6 
i hic ica ee eae MI seis haedsinicetntn tbat ela 44.4 
Rocca asictorche crescent aamaenrsiae 61. 8 | Oa ae eee a7 
PI eatin cca es tbrctinsecdiahonl tm aa 1950 (estimated) —--_.-_---_~- 42.0 
pees. Jen@emieovew SRA 


% In 1942 about 400,000 returns were filed covering cigarettes and cigars. 
% Only about 25,000 refunds were paid on cigars under the 1926 act. 
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Ivy. ECONOMIC BACKGROUND OF THE INDUSTRY 


1. Character of suppl) 

Manufactured tobacco products differ to a considerable extent with respect 
to the types of tobacco used in their production, the methods of production, and 
the trends in consumer use Nevertheless, with the exception of snuff, most 
of the major companies produce the various types of products. There is more 
specialization among smaller producers. 

Prior to World War I, there were about 2,500 factories engaged in the produc- 
tion of manufactured tobacco, but the number has declined more or less steadily 
until at the end of 1948 there were only 321." During this period there was a 
large decline in total production (table 1) Despite the reduction in the number 
of factories producing manufactured tobacco, there has been no substantial 
change in the concentration of production since 1910.% About three-fourths of 
the chewing and smoking tobacco is produced by the four largest producers. 
Snuff is produced almost exclusively by three companies. The concentration 
is higher for some individual types than others. It is highest in the case 
of snuff and plug chewing tobacco. The large cigarette producers occupy a 
dominant position in smoking tobacco and plug chewing tobacco. Smaller com- 
panies produce the larger portion of scrap, twist, and fine-cut chewing tobacco, 
but the latter two products represent only a small proportion of total manu- 
factured tobacco. The largest number of producers is engaged in the produc- 
tion of smoking tobacco. In 1948, only 32 factories produced more than 500,000 
pounds of manufactured tobacco.” 


TABLE 1 Production of manufactured tobacco by types, 1916-48 
Y CYT / 











In millions of pounds] 
Chewing 
Calendar year otal |Smokir Snutt 
sia “ae Ten’ Fine- 
Total ! Plug | Scrap!| Twist | “out | 

1916 446, 2 239. 7 165. 6 16.0 10.8 34.0 
1917 483. 0) 243. 179.4 15.2 11.3 33.5 
1918 497. 1 257.9 174.7 17.5 9.8 37.2 
1919 424. 1 228. 6 141.0 | 11.3 8.2 35. 0 
1920 412.6 218.3 138. 6 11.8 8.7 34.3 
1921 387.0 i 113.4 7.3 6.9 34.7 
1922 419. 5 4 120. 2 10.9 6.9 38. 1 
1923 8 234.9 120.8 10.7 7.1 1.2 
1924 , 247.0 111.5 9.9 6.8 39.0 
1925 , 247.7 1il.4 9.7 7.2 37.8 
1926 f 246. 4 109.8 9.2 7.0 38. 2 
1927 237.9 103.9 &.0 6.3 40. 2 
1928 3 31.1 100.6 &.9 5.2 4). 5 
1929 2 28 96. 7 8.2 5. 6 41.1 
1930 s 86.3 7.6 5.1 40.5 
1931 2 148. 5 76.7 61.2 6.4 4.2 39.9 
1932 347.3 120. 3 61.9 50. 1 4.9 3.4 36.0 
1933 342. 1 114.2 61.4 44.7 5.0 3.1 36. 1 
1934 345. 6 115.7 62.8 44.8 5.1 3.0 36.9 
193 342.7 114.9 60.6 4.0 5.6 4.7 36. 1 
1936 348.0 116.0 59,2 45.3 6.4 5.1 38. 0 
1937 340. € 115.7 AR. 3 45.6 6.8 5.0 37.1 
1938 345.4 107.6 54.5 42.8 5.7 4.6 37.2 
1939 343 2()2 103. 1 51.3 41.4 5.7 4.7 38.0 
1v40 344.4 265. 1 101. § 48.8 $2.9 6 1.2 37.9 
1941 $42.4 197.7 105. 1 50. 2 44.2 At 5.1 39.6 
1942 330. 4 174. 7 113.7 4.3 48.3 6.0 5.1 41.0 
194 327. 1 2. * 121.1 5S. 9 51.4 6.3 4.5 43.2 
M4 306. 9 ’ 125. 2 61.7 52.9 6.5 4.1 42.0 
1945 330). 5 AR, § 118. 1 59. 7 47.7 6.7 4.0 43.8 
1946 253. 2 4 107. 4 51.8 46.1 5.8 3.58 39.4 
14 242 (4.7 5 47.3 42.2 5.2 3.8 39. 2 
1948 244 t 6, 2 45.3 42. 1 5.6 .. 2 10.5 
Prior to 1931 oduction of serap ches tobacco was included with figures for smoking tobacco 

rreasury Department, Tax Advisory Staff of the Secretary 

Source: Annual Reports of the C¢ oner of Internal Revenue 

Annual Report of the Commissioner of Internal Revenue. Published data are classified 


onaf tory basis : some of the larger firms, of course, own more than one factory. 


’Federal Trade Commission, Agricultural Income Inquiry, pt. I, p. 275 In 1910 the 
American Tobacco Co. produced 76 percent of the total smoking tobacco and 84 percent 
of the total chewing tobacco. In 1934 four successor companies produced 74 and 70 per 
cent of the respective totals The three snuff companies established in 1911 after the 
lissolution of the American Tobacco Co. produced $7 percent of the total snuff in 1935 
Ib'd., pp. 472-473 
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The leading manufacturers of chewing and smoking tobacco market their 
output under a large number of different brand names and in different price 
classes. The products may be purchased at retail over a substantial price 
range and in different package sizes. In most price classes there are several 
competing products. Most of the business is in the low- and medium-price lines 
and the advertising of manufacturers is generally limited to one or two brands 
in which sales are presumably concentrated.’ Within the principal price classes 
most of the manufacturers sell their products at substantially the same price 
and published information indicates that these prices are not changed frequently 
In general, the large producers of chewing and smoking tobacco have not sought 
to price their products under fair-trade acts* and in some instances have taken 
steps to induce retairers to lower their prices, particularly is the case of smoking 
tobacco.” The producers of snuff have long-established brand names and in 
certain market areas one company often has most of the business. There has 
been little evidence of price competition in the industry, but efforts have been 
made to promote sales by the distribution of samples.* 

On the basis of the information available it appears that prices of manufac 
tured tobacco have followed the general pattern of changes in cigarette prices 
Retail prices of chewing and smoking tobacco declined by about 10 and 20 per 
cent, respectively, during the 1920's and by approximately 10 percent more 
during the 1930's (table 2). Present retail prices are almost 30 percent above 
the 1939 level. The price of tobacco leaf which represents the largest element 
in the cost of manufactured tobacco has fluctuated much more than the prices of 
finished products, and has increased 100 percent or more since 1939. 


PABLE 2.—Average retail price of pipe tobacco and plug chewing tobacco and 
average whole sale price of snuff, 1920 4 1926 19 


In cents per ounce 


A verage retail price A verage retail price 


Average A verage 
wholesale wholesale 
Year Pips Plug oe per com Pine Plug a oi 

tobacco chewing ounce tobacco chewing uate 

tobacco tobacco 

920 3 8.9 7.8 1937 t 6.3 { 

1921 7 7.5 ‘ 1938 6.7 6.1 4 

1926 ica 7.3 4.9 1939 6.5 4 
1927 7.2 7.2 4.9 1940 6.5 ‘ ‘2 
1928 7.2 7.2 4.0 1941 6.5 ‘ 4.2 
1929 7.1 oe 1.9 1942 6.5 ‘ 1.4 
1930 6.9 7.9 1.9 1943 6.5 ‘ 4.4 
1931 6.6 6.38 1.9 1944 6.5 4.4 
1932 v 6. ¢ 1.9 1945 6.7 1.4 
1933 t 6.4 £9 1946 7.3 7.6 1.6 

1934 7 6.6 4.0 1047 7.7 7.9 

1935 6 6.4 1.0 1948 7.9 ‘ i 
1U3¢ 6.5 6 4.9 1949 8.4 6.8 
Simple average of prices for sample periods during the year. Ir me years the prices were taken on] 
on 2 dates, sometimes on 3, and sometimes on 4 rhe price re for 32 large cities Approximately 4 dealer 


in each city are asked to repert the price of their largest selling brand Che average price in each city 
weighted by the population of the metropolitan area in computing the overall- average for each sample date 

2 Simple average of weekly prices. Delivered list price based on one-half gross of 144 ounce can of dry 
sweet snuff 

3 Priced only in December 

4 Not priced 


Note.—Products not priced, 1922-25 
Treasury Department Tax Advisory Staff of the Secretary 


tIt has been stated that in 1939 the smoking tobacco sold by the four leading cigarette 
producers under their six most popular brand names amounted to 45 percent of all the 
smoking tobacco produced in that year. (Data compiled by Elmo L. Jackson, for doctoral 
thesis for Harvard University from stenographic transcript, United States of America 
et al. v. American Tobacco Company, in the district court, Lexington, Ky., 1939.) 

2 Federal Trade Commission, Report on Resale Price Maintenance, 1945, p. 464. Snuff 
also is rarely “‘fair-traded.”’ 

3 Federal Trade Commission, Agricultural Income Inquiry, pt. I, pp. 506-508. See also 
respondent’s brief in American Tobacco Company et al, vy. United States of America 
Docket Nos. 9187-9139. Sixth Circuit Court of Appeals, 

* Ibid., pp. 473-475. 
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B. Character of demand 

As a group, the products classed as manufactured tobacco constitute the second 
largest form of tobacco consumption. However, neither smoking nor chewing 
tobacco, the largest items in the group, is now as important as cigars in terms 
of leaf tobacco used. For many years manufactured tobacco was the most 
common form of tobacco consumption, but apparently changes in social attitudes 
have affected consumption substantially. The convenience and social acceptance 
of other forms of tobacco consumption have tended to make the demand for 
manufactured tobacco more largely dependent upon the income status of the 
consumer and the traditional use of tobacco in a particular form. There is a 
certain amount of competition among the various manufactured tobacco products 
but smoking tobacco probably is the only one of these which is substituted to a 
significant degree for cigars and cigarettes. 

Aggregate consumption of manufactured tobacco has declined from the peak 
reached in 1918 by approximately 50 percent (table 1). There was a sharp 
decline shortly after the close of World War I, followed by a gradual decline 
during the next 20 years and a further drop since the close of World War II. 
Most of the decline prior to 1941 appears to have occurred in chewing tobacco, 
while the more recent decline is largely attributable to the drop in smoking 
tobacco’ Consumption of snuff has remained substantially unchanged for about 
30 years. On the basis of per capita figures all forms of manufactured tobacco 
have been declining for a considerable period of time.” The differences in the 
long-term trends of consumption of the three types of manufactured tobacco 
intions in responsiveness to social changes. The stability of 
the demand for snuff has been associated with its traditional consumption by 
certain low-income groups and persons of certain national origins. These groups 
have exhibited a strong habit tendency, but have become relatively less important 
with the growth in population and rease in the level of income. The striking 
( nge in the consumption of chewing t baceo coincides more or less with the 
development of popular-priced cigarette blends. At the same time important 
changes occurred in standards of public health and personal appearance, 

Total consumption of manufactured tobacco has not fluctuated much in re 
sponse to changes in income, but there has been more fluctuation in some forms 
than in others. With the decline in incomes during the depression the drop in 
chewing tobacco was accelerated slightly. Analysis of data for the years 1927-43 











Indicate some Val 





however, indicates that most of the change corresponded to the long-term down 
ward trend It is generally believed that during periods of low income smoking 
tobacco is substituted for factory-made cigarettes, particularly through its use 
in making roll-vour-own cigarettes However, the data in table 1 indicate that 


any shift of consumers from factory-produced cigarettes to roll-your-own was 
not a large enough factor to increase the total consumption of smoking tobaeco 
substantially during the depression, although it may have prevented a decline 
in the total use of smoking tobacco 

The changes which occurred during World War II may in part have been asso 
ciated with the rise in incomes. Smoking tobacco declined in importance while 
the volume of chewing tobacco and snuff increased. It is likely, however, that 
at least some part of the change is attributable to the fact that production for 
War purposes, under strict security regulations, included resrictions on the 
smoking but not on the chewing of tobacco. Since the end of hostilities chewing 
tobacco consumption has turned downward again although income has risen 
ubove wartime levels. Shortages of cigarettes and cigars may have sustained 
demand for smoking tobacco during the latter part of the war. The recent large 

Prior to 1981 the production of scrap chewing tobacco was reported with smoking 
tobacco Although the total had not declined significantly since 1918, it is possible that 
there was a decline in scrap chewing and an increase in smoking tobacco Because tax 
paid withdrawals are not given in detail consumption of different types is based on pro 
duction figures 

‘It has been estimated that per capita consumption reached its peak around 1909 
(Department of Agriculture, Annual Report on Tobacco Statistics, 1942, Washington, 1942 
p. 82.) 

7On the basis of income data reported by the Department of Commerce prior to the 
revisions published in the Survey of Current Business, July 1947. 

‘It has been estimated that roll-your-own cigarette consumption increased from 12,000, 
000,000 in the fiscal year 1929 to 50,000,000,000 in fiscal 1933 (hearings before a sub 
committee of the Committee on Ways and Means, Tobacco Taxes, 73d Cong., 2d sess 
p. 109, committee print——unrevised), The increase in withdrawal of cigarette papers 
during the early 1930's has been taken as evidence of this However, it is difficult te 
determine the significance of the changes in these figures. 
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decline in the consumption of smoking tobacco suggests that Consumers do shift 
to higher-priced forms of tobacco when incomes improve. 

The effect of the price changes upon the demand for the different types of 
manufactured tobacco is even more difficult to ascertain than the effect of income 
changes. Except for the increases during the past 5 years quoted prices have 
changed little for a number of years (table 2). Manufactured tobacco provides 
the cheapest form of tobacco use and the average cost is considerably beloy 
the cost of cigarettes which is the next cheapest form of tobacco use In view 
of the large difference in cost, it is doubtful whether a change in the price of 
manufactured tobacco relative to other forms of tobacco would induce very sig 
nificant shifts in consumer choice unless the change in price were large. More 
over, because of the low cost and the importance of habit and social consider: 
tions, a price change alone is not likely to have a relatively large effect on the 
decisions of new consumers to start its use or of existing Consumers to increase o1 
curtail their consuniption. 


C. Outlook for the industry : 


Wartime conditions appear to have interrupted the downward trend in th 
use of chewing tobacco and given some stimulus to the use of snuff, but since th: 
close of the war consumption of these items has tended to conform to the prewar 
pattern, The use of smoking tobacco which was reduced during the war has 
declined further and now is only about half the prewar level. Unless funda 
mental changes occur in consumer habits, the outlook is for a continuation of th 
long-term decline in chewing tobacco and a fairly stable level for snuff. Th 
future trend of smoking tobacco is less clearly indicated, but it is probable tha 
its use will fluctuate in response to consumer needs for a lower-priced form ot 
toacco 

In addition to the decline in consumption, the industry together with the pro 
ducers of other tobacco products has experienced large increases in costs ove 
the prewar level. In the purchase of tobacco leaf, the most important elemen 
in costs, the industry must compete to some extent with cigarette and cigar 
producers. Tobacco prices have increased more than 100 percent over prewar 
levels. Moreover, in addition to large increases in wage rates, output per man 
hour declined during the war.” The industry apparently has not raised prices 
to the extent of the higher wage and tobacco leaf costs, except perhaps in the 
case of snuff. 

V. EFFECTS OF THE TAX 
A. On profits 

The tax rate of 18 cents per pound represents different percentages of price for 
different types and grades of tobacco and sizes of container. At present prices, 
the tax amounts to about 15 percent of the retail price (tax included) of the 
common brands of smoking tobacco and a slightly lower percentage on chewing 
tobacco." The tax rate has not been changed for nearly 30 years. During this 
time the industry has been faced with a long-term downward trend in the con 
sumption of its products, which prior to the war resulted in a substantial reduc 
tion in the production of chewing tobacco. The tax may have added to the 
pressure for curtailment of production, but the fact that the rate of tax on 
manufactured tobacco has been relatively much lower than the tax on cigarettes 
has not prevented a decline in the consumption of manufactured tobacco. A 
reduction in the tax and in prices to consumers (tax included) probably would 
not change consumption appreciably. A reduction in tax not reflected in lower 
prices to consumers would afford some relief to the industry. This relief would 
tend to be temporary because in most phases of the industry further reductions 
in capacity must be made as the consumption of those products decline. <A tax 
reduction might postpone but could not prevent the need for ultimate withdrawal 
of investment which appears to confront the industry. 

As noted in section IV, above, a substantial part of production is accounted 
for by the large producers of cigarettes. Because of the expansion in cigarette 
consumption, the decline in manufactured tobacco is of relatively small im- 


——<——___—. 


*On the basis of consumption of 1 ounce of smoking or chewing tobacco per day, which 
would constitute “heavy use,’ the medium-priced products would cost less than one-half 
the price of a package of standard brand cigarettes. 

1 For 1945 it was 13 percent below the 1939 level. This may have resulted from condi 
tions peculiar to the war, but later data_are not available (Department of Labor, Pro 
ductivity and Unit Labor Cost in Selected Manufacturing Industries, 1939-45) 

1 Computed from table 2. 
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portance to such producers. Any adverse effects of the tax are a more serious 
consideration with respect to the position of the smaller specialized producers, 


B. On competition 


The tax does not appear to discriminate against this form of tobacco consump- 
tion. If the present amount of revenue from all tobacco products were to be 
raised from a flat tax per pound of leaf tobacco used, the tax on manufactured 
tobacco would be much higher than at present. In the calendar year 1948 the 
industry used about 11.5 percent of the leaf tobacco consumed by domestic pro- 
ducers while the Federal revenue from its products was only 3.3 percent of the 
total for tobacco. 

The flat tax per pound is probably less equitable than an ad valorem tax 
would be but several factors tend to prevent the flat tax from having an adverse 
effect on particular producers. The bulk of chewing tobacco and snuff sells 
at about the same price. While there are substantial differences in the prices 
of smoking tobacco, the larger producers usually have brands in different price 
classes. Where there is specialization in one product by smaller producers it 
is frequently in the higher-priced product which would be adversely affected by 
an ad valorem tax 


C. On consumers 


Expenditures on manufactured tobacco are relatively higher among low-income 
families with incomes of less than $500 compared with families having incomes 
study of consumer expenditures for 1941 indicates that the proportion of income 
spent on smoking and other manufactured tobacco was 5 times as large for 
families with incomes of less than $500 compared with families having incomes 
of $1,000 to $1,500 and 20 times as high as for families with incomes over $2,000.” 
A subsequent study for 1944 covering only urban areas showed a similar pattern 
of expenditures. To the extent that this tax is passed on to consumers it is 
apparently highly regressive. 

Because of the apparent small effect of fluctuations in income on total con- 
sumer expenditures for manufactured tobacco the tax withdraws relatively much 
more purchasing power from the income stream in periods of low business 
activity than in periods of high business activity. In the case of smoking to- 
bacco there is some indication that the tax may absorb a larger absolute amount 
of purchasing power in periods of low business activity than in periods of high 
business activity. 

Aggregate consumer expenditures on manufactured tobacco have only a small 
weight in the Bureau of Labor Statistics’ Index of Consumer Prices and it is 
estimated that the tax increases the index by less than 0.05 of 1 percent. 


VI. ADMINISTRATION AND COMPLIANCE 


The taxes on manufactured tobacco and snuff do not often give rise to difficult 
administrative problems No important changes in the tax have occurred for 
many years and procedures have become well established. There are only about 
4) taxpayers involved, The detailed records required of manufacturers pro- 
vide a close check upon their tax liabilities but involve more work than ‘s ueces 
sary to make tax reports on most excise taxes. 


VIL. TECHNICAL PROBLEM 


Few technical questions arise in connection with the tax on manufactured 
tobacco, but it may be necessary to give consideration to the treatment to be 
accorded floor stocks in the case of a change in tax rate. ; 

No tax was levied on floor stocks when the rate of tax on manufactured tobacco 
was increased in 1917 and 1919." A tax increase without provision for taxing 
floor stocks would encourage Wholesalers and retailers to add to their inventories 
in order to avoid the higher rate. \ floor stocks tax probably would be justified 
in the case of a substantial increase in the rate in order to prevent undue losses 
to the Government 


Bureau of Labor Statistics, Family Spending and Saving in Wartime, Bulletin No. 822 
Washington, 1945, p. 185: Department of Agriculture, unpublished data. 

Unpublished data of the Bureau of Labor Statistics. 

The increase in tax in 1917 was not accompanied by a floor stocks tax, but provision 


was made for an additional tax, equal to 50 percent of the increase in tax. on withdrawals 
during the period between the date of the passage of the act and its effective date 
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t 


The desirability of providing refunds in the case of tax reduction is less clear 
It would depend to a large extent on the size of the reduction. A decrease of 
only a few cents a pound would not be large enough to be reflected in the retail 
price of most pocket-size containers. A large tax decrease, however, would tend 
to be reflected in retail prices. While there has been no recent floor stocks tax 
which would give an indication of the magnitude of inventories of manufactured 
tobacco, it is believed that the situation is comparable to that revealed for cigars 
in 1942 where it was found that the inventories were larger relative to sales 
than in the case of cigarettes and most of the tax-paid inventories were in the 
hands of wholesalers and retailers. In the absence of a refund, retailers prob 
ably could reduce normal inventories somewhat, if they were able to secure de 
liveries from wholesalers on a reasonably prompt basis 

The administration of floor stocks returns would be difficult because of the 
large number of returns involved The handling of refunds requires careful 
work in checking the accuracy of the claims \ substantial reduction in the 
number of returns to be processed could be achieved by restricting refunds to 
those in excess of a minimum dollar amount, but this would be discriminatory 
against small dealers. Administrative problems would be reduced by limiting 
refunds to producers and wholesalers Instead of providing for refunds it 
might be desirable to have producers take back from distributors stocks tax 
paid at the higher rate and restamp such goods at the new rate of tax 


Parr LV. Excise Tax ON CIGARETTE PAPERS AND TUBES 


I. DESCRIPTION OF THE TAX 


The tax is imposed on cigarette paper made up into packages, books, sets, or 
tubes. 
The tax applies to the sale by the manufacturer or importer. On imported 


cigarette papers and tube he tax is collected at the time of removal from cus- 
toms custody. The tax on cigarette tubes produced by domestic manufacturers is 
paid by purchasing tax stamps to be affixed to packages prior to removal from 
the place of manufacture, while the tax on cigarette paper luade up into books 
is paid on the basis of a monthly return 

The following are exempt from tax: 


1. Sales to a manufacturer of cigarettes for use in the manufacture of cig 
arettes 
2. Export sales 
Packages, books, or sets of papers containing not more than 


] 2 papers 


> 
5 
4. Closed-end tubes sold to others than manufacturers of cigarettes 


Il. CHANGES IN THE TAX SINCE 1917 


The tax on cigarette papers and tubes was imposed by the Revenue Act of 
October 3, 1917. The Revenue Act of 1918 modified the unit of taxation 
but no changes have been made since then 

The present rates are as follows: 


slightly, 


(a) On papers made up into books, ete: Cent 
24-50 sheets VA 
51-100 sheets 1 
Each additional 50 sheets or fraction thereof 
(b) On tubes: Each 50 tubes or fraction thereof 1 


Ill, REVENUE COLLECTIONS, 1936-50 


The tax on cigarette papers and tubes produces a very small proportion of the 
total collections from tobacco taxes. In the fiscal vear 1949 the collections from 
this tax were only about 2 percent as much as the collections from manufactured 
tobacco, the next smallest source of tobacco revenue, 


Nearly 400,000 returns were received for the fioor st 


1942 It is believed that practically all of these dealers handled manufactured tobacco 
Regulations No. 8 


ocks taxes on cigars and cigarettes 


$1444—33 7 
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Collections, fiscal years 1936-50 


In thousands] 


Fiscal year Total Papers lube Fiseal year Total Papers rub 

1936 $1. 282 $1. 269 ¢ 1944 $1. 164 $1, 159 5 
1937 1, Lif 1,1 l M4 1, 340 1, 370 20 
1938 1,18 171 12 14 1, 758 1, 757 ] 
1939 1, 494 1, 478 16 1947 539 538 1 
1940 1,279 1, 252 2 1948 926 924 ] 
194] 1, 431 1, 408 2 1949 84] 835 6 
1942 1, 961 1. 942 19 195 100 2) 
1943 1, 473 1, 468 8 

Estin 

2N iva 


I\ PRODUCTION AND USE OF CIGARETTE PAPER 


Prior to the war most of the cigarette paper used by cigarette manufacturers 
or prepared in books or packages for use by consumers was imported, but it is 
now largely produced in this country Some of the paper was imported in the 
form of packages or books. On the basis of reports to the Bureau of Internal 
Revenue, there are only three important domestic producers of cigarette papers 
in package form and two domestic producers of cigarette tubes. There are three 
importers of cigarette papers packaged abroad. Tax-free packages of cigarette 
papers distributed by tobacco manufacturers are generally purchased from inde 
pendent producers of cigarette papers 

Consumers who make their own cigarettes must purchase cigarette papers 
unless they are provided in connection with the tobacco used for this purpose. 
The papers purchased are generally those subject to tax. Tax-free papers are 
usually distributed in connection with smoking tobacco customarily used for 
making cigarettes. The number of cigarette papers tax-paid has never been 
large compared with the total number of factory-produced cigarettes.” Since 
1929 the number of tax-free books or packages has exceeded the number of tax- 
paid (table 1) However, a tax-free package may not Contain more than 25 
papers, While in recent years it appears that the tax-paid packages have, on the 
average, contained about five times this number. On the basis of this ratio, it 
appears that the number of tax-paid papers was larger than the number with 
drawn tax-free in the years 1929-31, but has been smaller for subsequent years.” 
The number of tax-free packages increased greatly after 1931 and continued at 
a high level prior to the war ax-paid packages declined for several years after 
1982 and have exceeded the 1932 level in only two subsequent years. The number 
of tubes used has never been large in relation to the number of papers in package 
form. The exemption of packages containing not more than 25 papers does not 
apply to cigarette tubes 














\. Effects of the taz 


The present tax amounts to from °O to 30 percent of th: re til price, tax in- 
cluded, of the common brands of taxpaid cigarette papers sol ' This may be 
sufficient to induce some consumers not to purchase papers, Tax-free papers are 
included with most brands of tobacco used for roll-vour-own cigarettes. Some 
consumers prefer to purchase papers because of a difference in quality or con- 
venience of the package. Where taxfree papers are not included with smoking 
tobacco, the tax on purchased papers may induce some consumers to shift to 
brands that provide papers. However, it probably does not materially affect 


Tariff Commission, Cigarette Paper, War Changes in Industry Series, Rept. No. 11, 


The maximum number of packages of cigarette papers tax-paid since 1917 was 127,000, 








O00 in the fiscal vear 1942 Assuring that the average ] cage contained 150 papers, or 
slightly more than is indicated by the verag tax, 0 about 20.000,000,000 cigarettes 
would have been made if no papers were wasted. Thus, on the basis of the maximum 
possible use, this would not represent more than 9 percent of the factory-produced 
cigarettes tax-paid in that vear 


‘Complete information is not available prior to 1929. It is generally assumed that the 
number of papers in tax-free packages does not average more than 15 to 20. On this basis 
the number of papers in each class has been approximately the same in recent years 

Depending upon whether the package contains 100 or 150 papers Since about 1932 
the larger proportion of the books tax-paid apparently has contained 150 papers. 
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the total number of papers used or the amount of manufactured tobacco pur- 


chased for making cigarettes.” The tobacco used represents the bulk of the 
cost of cigarettes in this form even when taxpaid cigarette papers are purchased 
by the user. Substantial savings are possible to the consumer in making his 


own cigarettes compared with the purchase of factory-produced cigarettes 
The difference in cost arises principally from the lower taxes on Inanufactured 
tobacco 


TABLE 1 Tasr-paid and tar-free withdrawals of cigarette papers and tubes, fiscal 


vears [929 hy 


1929 
1930 
1931 335. 9 24.4 211 4 19.0 ) 
1932 388. 4 ) 1), 4 76. ) 
1933 1, 983. 3 67.7 1, O15. ¢ 218. 5 97. { 

1934 2, 53s. t 68,9 2 469.8 ) 7 


193 ) 75S. ¢ 71 9 687.4 KT ¢ 61.4 





1936 2, 953. 0 1.4 » RHI Q2 8 
1937 
1938 
1939 
1940 
1y41 
1942 
1943 | 6 ‘ 
1944 15Y. 0 ss ) X7 { 

194 1, OIS, ¢ 03.1 15.8 IR ¢ o 

194 788. 2 ; 657. ¢ DA] 3 99 
1947 622, 2 4.5 82.4 ) 4 f 
1948 595. 6 64.9 0.7 8.8 

1949 629. 4 9. 7 H9_8 1 . 4 94 





1 The 
25 pape 

2 Open-end tubes withdrawn for use by cigaret manufacture 
drawn for use by others than registered manufacturers of cigarettes 


nber of paper + package is not unifort Tax-free set 


, but there is no limitation on the number that may be contair 






Treasury Department, Tax Advisory Staff of the Secreta 


Source: Annual Report of the Commissioner of Internal Revenue the Fi 
1938, 1940, 1946, 1948, and 1949, 





e 


The tax may have some discriminatory effects on producers. Tobacco manu 
facturers limit the number of papers in the packages included with their product 
to the permissible number for a tax-free package. Those who desire to provide 
more than 25 papers with a unit of tobacco have followed the practice of in 
cluding two packages of 25 papers. or less, in order to avoid the tax It 
not practicable for producers selling papers separately to distribute them in 
such small packages and as a result the common b 








rands of cigarette papers sold 
are taxable. Domestic producers are engaged in producing both tax-free and 
tax-paid papers but the packages imported are largely taxable. Since no ex 
emption is provided on cigarette tubes sold to consumers the present tax may) 
adversely affect the sales of tubes relative to papers The specific rate of tax 
on tubes is also higher than it is on taxable papers, but the tax may be no 
higher in relation to the retail selling price 

While there is no direct evidence on consumer expenditures for cigarette 
papers by income groups, it is probable that the distribution is similar to e 


penditures for manufactured tobacco which appears to be very regressive.” The 
The amount of the tobacco contained in a standard package garette when pu 
chased in a package of cigarette tobacco of the leading brand costs less than e-} f tl 


price of a package of cigarettes After llowane for bstantinl wastage tl cost prob 
w uld not greatly exceed one-half 


21 The exemption may result in s me waste of cigarette papers 








State taxes as well as the Federnl tax are low on smoking tobaceo than cigarett 
As of January 1, 1949, only 10 States taxed smoking tobacco mpared with 39 taxing 
cigarettes (Treasury tax study Federal State Tax Coordinatio1 revised April 1, 1949 


‘Pr. TIT, p. 63 
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tax also places those consumers using manufactured tobacco for pipe smoking 
in a more advantageous position than those who “roll their own.” 

In the early stages of the depression the number of tax-paid withdrawals of 
cigarette papers increased, but with the rapid expansion in the supply of tax-free 
papers made available the number tax-paid declined by nearly 50 percent. The 
number increased subsequently, but there has been no clearly defined relation- 
ship between tax-paid, tax-free, or total withdrawals of cigarette papers and 
changes in the level of income 


VI ADMINISTRATION AND COMPLIANCT 


There are only a small number of producers and importers from which this 
tax is collected, and no serious problems have arisen either for taxpayers or the 
Bureau of Internal Revenue 

The cost of collecting a floor stocks tax or making a refund in case of a change 
in the tax, however, would be large in relation to the amount of tax involved, 
unless the rate of tax was increased substantially over the present level. Most 
tobacco dealers probably carry some stocks of tax-paid cigarette papers, but the 
amount of tax involved generally would be small in comparison with the amount 
of tax represented in stocks of other tobacco products 


Part V. CoMPARISON OF ToBacco TAXES IN THE UNITED STATES, CANADA, AND 
UNrTED KINGDOM 


I. LIMITATION ON COMPARISONS 


International comparisons of excise taxes present numerous difficulties. The 
form in which the taxes are imposed may not be the same for each country, the 
products taxed may not be strictly comparable, while differences in internal prices 
and consumption patterns prevent an accurate indication of the relative burden 
of the taxes compared. Although the Canadian taxes on tobacco are somewhat 
similar in form to those of the United States, in the case of the United Kingdom 
it has been necessary to derive taxes for the finished products from those im- 
posed on the raw material in order to place the taxes on a comparable basis. 

With these limitations the comparisons presented below can be used as an 
approximation of the range of taxes imposed on tobacco products by the central 
governments in the three countries. Customs duties in the United States and 
Canada have not been considered because they are imposed in addition to the 
internal taxes. It is necessary to refer to British customs duties, however, be- 
cause tobacco is largely imported. The comparisons presented do not take into 
account State excises and sales taxes in the United States, Provincial sales and 
excise taxes in Canada, the Canadian Dominion manufacturers’ sales tax of 8 
percent, and the British purchase tax. Conversion of foreign taxes to United 
States dollars has been made on the basis of official rates of exchange.” 


Il. TYPES OF TAXES LEVIED ON TOBACCO 


1. Canada 

As in the United States, tobacco taxes are imposed by the Dominion Govern- 
ment in Canada at different rates on different types of tobacco products. With 
the exception of cigarette papers and tubes both an excise duty and an excise 
tax are imposed on each type of product. The “excise duty” is an internal tax 
and is to be distinguished from the “customs duty.” The present rates are as 
follows: 


The official rates of exchange re Lritish pound, $2.80: Canadian dollar, 90.9 cents, 
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Item Excise duty ! Excise tax 
Ci arettes 
Weighing not more than 214 | $5.45 per thousand 1.82 cents for each 5 cigarette r frac- 
pounds per thousand tior 
Weighing more than 214 pounds = $10 per thousand Do 
per thousand 
Cigars 91 cents per thousand 25 percent of manufacturers’ } 
Manufactured tobacco and snuff S cents per pound 82 cents per ounce or fraction 
Cigarette papers 7.27 cents per package of 100 or fract 
Cigarette tubes 12.73 cents per package of 100 or 


1 Canadian dollar converted at 90.9 cent 


In determining the value for excise tax purposes, the excise duty of 90.9 cents per thousand cigat 
included in the manufacturers’ selling price. On imported cigars the excise tax is based on the duty-paid 
value 

Phe tax based on the amount of tobacco in the retail package, fractional part fan ounce being taxed 
as a Tull ouncE 

source: Statutes of 1934, ch. 52; Statute { 1y4¢ h. 48; and Excise Tax Act, 1947, secs. 77A and 80, Sche 


ules I and IL. 


The cigarettes most comparable to those commonly smoked in the United 
States are those weighing not more than 214 pounds per thousand. On these 
cigarettes the combined excise duty and excise tax amounts to $9.09 per thousand 
for cigarettes packaged in even multiples of five cigarettes. If a package does 
not contain an even multiple of tive cigarettes, the tax is higher. 

The United States tax on cigars most comparable to the Canadian tax is that 
on large cigars. Although the taxes in both countries depend on selling price, 
the comparative taxes will vary for different priced cigars. The tax portion 
of the Canadian excises is based on the manufacturers’ price while the United 
States tax is based on intended retail price. Moreover, the former is a per- 
centage tax while the latter is a specific tax with bracket rates. 

The combined excise duty and excise tax on manufactured tobacco and snuff 
in Canada amounts to 60.9 cents per pound where the tobacco is retailed in 
packages containing even multiples of an ounce. Where the packages contain 
fractional ounces the tax would be higher. In the case of one-half ounce pack 
ages the combined excise duty and tax would equal 90 cents per pound. 


B. United Kingdom 


Although excise duties are imposed on tobacco in the United Kingdom, because 
of the virtual absence of domestic tobacco production most of the tobacco revenue 
is obtained from customs duties.” The duties vary according to the weight and 
moisture content of the tobacco. Since the duty on cigars and cigarettes is much 
higher than the duty on unmanufactured tobacco, imports of manufactured 
products are unimportant.” Customs duties on unmanufactured tobacco are as 
follows: * 


Duty per pound ! 


Description of tobacco 


-referent 
Full rates | Preferential 


rate 

Containing 10 percent or more of moisture 

Unstripped. e $S 14 $7 93 

Stripped 8.15 27.93 
Containing less than 10 percent of moisture 

Unstripped & Of 8 04 

Stripped &, 20 8. 0 

1 British sterling converted to dollars on the basis of $2.80 to the pound 


2 The rate on stripped leaf is 44d higher than on unstripped leaf, but due tor ounding this difference is 
not evident after conversion 


Source: Finance Act, 1948, sec. 1, and first schedule, pt. I 





*°G. Findlay Shirras and L. Rostas, The Burden of British Taxation, Cambridge, 1943 
p. 127 

7 Ibid 

28 No tax is imposed on cigarette papers or tubes 
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The rate of duty which is generally applicable in deriving the tax for cigarettes 
is that on non-Empire leaf containing 10 percent or more of moisture.” The 
number of cigarettes obtained from a pound of tobacco varies with the size of the 
cigarette. On the basis of data for 1941-42 it was estimated that there were 
520 small British cigarettes or 420 middle-sized cigarettes per pound. On this 
basis the duty is equivalent to about $16 per thousand on small cigarettes and 
$19 per thousand on middle-sized cigarettes, or 32 and 38 cents per package of 
20 cigarettes, respectively. On the basis of consumption of about equal propor- 
tions of the different sizes in 1941-42 the average would be 35 cents per package.” 

Information is not available on the extent to which Empire and non-Empire 
leaf is used in the manufacture of cigars in the United Kingdom nor on the 
average weight of cigars. In the United States the amount of tobacco used per 
thousand cigars is about 24 pounds. Because of the high rate of duty it is pos- 
sible that the average weight of cigars is lower in the United Kingdom. Assum- 
ing the United States ratio, the duty equivalent per 1,000 cigars would be $190 
on cigars made from Empire leaf and $195 on cigars made from non-Empire 
leaf 

It appears that chewing and smoking tobacco are manufactured principally 
from Empire leaf.“ The duty represented in the manufactured product would 
vary according to the amount of moistening and flavoring agents mixed with the 
tobacco leaf. Information on this point is not available for British tobacco, but 
in the United States in recent years only about two-thirds of the weight of smok- 
ing and chewing tobacco products has consisted of tobacco. On this basis the 
duty in the United Kingdom would be $5.29 per pound of manufactured tobacco 
where all Empire leaf is used and slightly higher where non-Empire leaf is used. 


III. COMPARISON OF TAXES FOR SELECTED PRODUCTS 


The comparisons below are presented as far as possible on what appears to be 
the common unit of consumption in each of the three countries. 

In the case of cigarettes the amount of tax shown probably approximates the 
average figure for all consumption. The British figure, however, is based on 
1941-42 consumption, which may not be typical at the present time. 

For cigars the typical size or price is not known for the three countries. Con- 
sennently the comparative taxes are shown for cigars retailing at different prices 
in the United States. Because of the higher taxes in Canada and the United 
Kingdom the retail price of comparable cigars in those countries would be 
higher. Most cigars in the United States retail at less than 15 cents. The 
weight of cigars in the United Kingdom is assumed to be uniform, and the rate 
is based on the use of all-Empire leaf. The rate would be lower for lighter 
weight cigars and slightly higher for cigars made from non-Empire leaf. Since 
the principal part of the Canadian excise on cigars is imposed on an ad valorem 
basis it has been necessary to compute the amount of the tax from assumed 
inanufacturers’ prices. These were obtained from the relationship between 
manufacturers’ and retail prices for cigars in the United States, which existed 
prior to the termination of price controls.“ The wholesale and retail markups 
may differ from those in Canada. 

The amount of tax on manufactured tobacco is affected by the size of the pack- 
age only in Canada. In both the United States and Canada the tax is imposed 
on the basis of the weight of the product sold while in the United Kingdom it is 
1 on the amount of tobacco used in the product. In the absence of informa- 
tion the amount of other materials contained in manufactured tobacco in the 
United Kingdom is assumed to be the same proportion as in the United States. 

The comparative taxes for each of the types of taxes levied by the three coun- 
tries are as follows: 


base 


Shirras and Rostas, op. cit., p 27 

Ibid., p. 132 
, Ibid... p. 127 Smoking tobacco was reported as averaging roughly 80 percent Empire 
ent 

Maximum Price Regulation No, 260 mendment No. 10, effective November 13, 1944. 
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Amount of t 
Unite — I 
States F K Lor 
Cigarettes (package of 20 Cents Cents C% 
Weighing not over 3 pounds per thousand 7 
Weighing not over 214 pounds per thousand 18.2 
Average of smal! and middle sized 5 
ars (thousand cigars 
Retail price in United States Dollars Dollars Dollars 
5 cents $ 8.18 oa 
2 for 15 cents 4 10.91 ) 
10 cents 10 13. 64 x) 
li cents 10 20. 00 ”) 
20 cents 15 2. 18 ( 
25 cents A) 14. 54 HM) 
45 cents 2% fi4. 54 yw) 
Manufactured tobacco (pound Cents Cents 
In even-ounce packages Is 60.9 ”y 
Packages of lo ounce 18 40.0 5 oy 
Cigarette papers and tubes (package of 100 
Papers l 7.3 
Pubes 2 12.7 


In interpreting the British taxes on tobacco it should be recognized that the 
tax is considered in part as a means of conserving dollar exchange. The Chan- 
cellor of the Exchequer, in his April 1947 budget statement, pointed out that 
the value of tobacco products consumed in Great Britain was approximately 
equal to the whole of the total British exports to the United States. He went 
on to say, “It is quite clear that we are smoking much more, as a nation, than 


we can afford. * * * IT now therefore propose * * * to make a very steep 
increase in the tobacco duty * * *.” The increase amounted to about 50 per 
cent. A further increase was made in 1948, 


Mr. Coorer. What is your answer to my question now! Are you 
prepared to disagree with this Treasury Department report on that 
point ¢ 

Mr. Woop. I think that report you have before you is covering the 
whole industry. I don’t think you can take any one company and 
say that report is our report. 

You asked me specifically what the percentage of leaf tobacco is 
to our cost and ; said 40 to 45 percent. 

Mr. Cooper. I did not confine it to your company. I just asked 
the general question, but I readily assume that you answered it in 
the light of the experience you have had in your company. 

Do I underst: a you correctly then in stating that for your com- 
pany the cost leaf tobacco is 40 percent of the manufacture of 
cigarettes ¢ 

Mr. Woop. Forty to forty-five percent excluding tax. This is the 
manufacturer’s cost without the tax. 

Mr. Coorrer. All right, then; if your cost is 40 percent and the in- 
dustry as a whole averages 55 percent, you are paying considerably 
less, then, for leaf tobacco ¢ 

Mr. Woop. That is possible. Each of us are trying to buy as 
cheap as we can, 

Mr. Coorer. That naturally follows ? 

Mr. Woop. That is right, si 

The CuarrMan. Mr. Simpson. 

Mr. Stimpson. Mr. Wood, you are passing whatever you save on to 
the consumer, are you not 4 

Mr. Woop. That is right, s 
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Mr. Srpson. As I have told many times before, and to the com- 
mittee, I am interested in two things. One is the consumer, to give 
him a break, and the other is the small businessman, and these gentle- 
men in front of you recognize the last brave stand of a few free and 
independent American businessmen. Every one of them is substan- 
tially American owned and that includes the British-American To- 
bacco Co. 

Every one of them is here making a plea for the preservation of 
competition in a field an ‘re a group of 4 or 5 have the upper hand 
on the consumers of the country and the producers of the tobacco. 

I watch these television programs and I read the big advertisements 
in the paper. I see a chap hold up a big leaf of tobacco advertising 
Lucky Strike or some cigarette, and it implies that that cigarette is 
made of that tobacco leaf and the c igarette is therefore a better ciga- 
rette than anybody else has. 

I always thought from that that you cut out the nice-looking leaves 
and took them in and dried them and made the Luc ky Strike ciga- 
rettes, but I learned a few years ago that they do not do it that. way. 

They may draw a plant that may have a good leaf or will have a 
leaf that is not as good, and all the way down, and some, I presume, you 
have to throw away, so that the income to the farmer depends on 
what he gets, not on a good leaf alone, but for all of the leaves that he 
can sell, 

The big companies, ] repeat, have not honored the committee by 
coming before us. and one might infer that they are for this bill 
I am inclined to think maybe that they are, because they do not come 
and appear before us, or thet they oppose us and desire not to come. 

I do not know which is the true fact. 

However, do the Big Four. for ex: imp le. buy anything | mit the No. 1 
erade leaves, Mr. Ragland ¢ 

Mr. Ragianp. I remember 3 years ago, Mr. Simpson, when you had 
a gentleman up here who represented a number of warehousemen from 
whom all the buyers are en to buy their tobacco stocks, and it 
seems to me—and I do not have the hearing before me—that this gen- 
tleman indicated that these large companies bought good grade, me- 
dium grade, and some grades that were below medium. 

Mr. Srvpson. Is there any question on that point / 

Mr. Raciranp. Not in my mind, sir. 

Mr. Stmpson. In other words, they buy all grades, including the 
eorades you buy ¢ , 

Mr. Racianp. It seems to me they have to in order to get enough 
tobacco to make the cigarettes. 

Mr. Simpson. Do they go in and pay the farmer a premium for 
everything they buy, or do they buy it competitively ? 

Mr. Racuanp. The ‘vy are mighty good business people and I do not 
believe—I cannot answer for them as I am not in their employ, nor 
have I ever worked for any big company—and it is hard for me to 
conceive that they would pay more for their dehedns than they would 
have to in order to get it. 

Mr. Stupson. What would they do with the lower grade tobacco ? 

Mr. Racianp. I don’t know, sir. They must use it. 

Mr. Sturson. Who is the largest buyer of tobacco in the country ? 
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Mr. RaGuanp. I would say, judging from the relative volume of 
production, that the American Tobacco Co. would be, or through their 
buying agency, American Suppliers, is it / 

Mr. Simpson. Are they exporters, too / 

Mr. Racuanp. | will not say that categorically. I don't know. I 
understand they have an interest in an English company. 

Mr. Stwpson. Who are the largest exporters of tobacco? 

Mr. Racianpb. I would say either one of two companies, either the 
Imperial Leaf Tobacco Co. or the Export Leaf Tobacco Co, 

Mr. Stimpson. Do they buy all grades of tobacco / 

Mr. Racianp. I cannot answer that question, Mr. Simpson. 

Mr. Stmpson. The income from the lower grade tobacco leaves is 
vital to the farmer, is it not? 

Mr. Raeianp. It certainly is. 

Mr. Srmrson. Do you know what portion of the income to the pro- 
ducers comes from the lower grades as compared to the top grades 

Mr. Raeranp. I could not answer that question at this moment. | 
think that the Department of Agriculture could supply you that 
information. 

Mr. Simpson. Do you not have an idea? 

Mr. Raeuanp. Yes, sir. I will answer that by saying that the 
medium and lower grades bring in more money, actual dollars, than 
the so-called choice grades. 

Mr. Simpson. If we do not provide a market for the medium and 
lower grades, but allow that to be wasted or to go into chewing tobacco 
or cut tobacco, the price would be bound to go down on that, would it 
not ¢ 

Mr. Racuanp. Well, as I said before, Mr. Simpson, I don’t see how 
in the world the farmer could lose on this, because, first of all, all 
grades are supported by the Government and whether or not anyone 
buys it the farmer is going to get his return on that. 

Mr. Stimpson. At the time the economy brands have increased their 
sales it has been not as a result of advertising, but because the con- 
sumer wanted to buy those? 

Mr. Racianp. Yes, sir; it has been because of increase in unemploy- 
ment. 

Mr. Simpson. And presumably the consumer wanted to buy a cigar- 
ette which cost him less money than the standard brand? 

Mr. RaGuanp. Yes, sir. 

Mr. Simpson. It is true that the sales were greater in depression 
time, but if a consumer wants to buy a Ford automobile today which 
traditionally sells for less than another one does, it would seem to me 
that he ought to be permitted to buy a cheaper cigarette if he wants to 
if a manufacturer is willing to take a chance on it; is that right? 

Mr. Raetanp. I think that is true. 

Someone this morning said that distilled spirits bore a flat tax. 
That may be so, but that is based upon the proof of the product. 
There is still an area of competition there in which the distiller can 
offer to the public a product of lower proof and pay a lower tax. 

Mr. Simpson. Based upon past experiences and upon your opinion 
as to what will happen if this bill does not become law, I want to ask 
you the following: 
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Do you think that the manufacturers of the economy-brand ciga- 
rettes can and will continue to produce their cigarettes in a declining 
market 7 

Mr. Racianp. I don’t see how they can, sir. It has been pointed 
out by several of these gentlemen that if it were not for their export 
business they would not be in business today. 

Mr. Simpson. I marvel that they have been able to continue in 
business so long. With them out of the field the result would be 
that would have a very limited number of cigarette producers; would 
we not 4 

Mr. Ragianp. Yes, sit 

Mr. Simpson. I will comment and you need not answer this. It 1s, 
I think, common and very general knowledge that these big companies 
do work together in combination under the table or elsewhere and do 
set their prices, raising and lowering them as they see fit either to put 
you people out of business or to take more out of the pie. 

With the elimination of the present-day competition, little as it is, 
and with the absolute removal of the threat of any more competition, 
they are in a perfect place to continue if they see fit to raise the price 
and manipulate it to their own satisfaction. 

I now ask you this: In addition to that, once given absolute con- 
trol of the market are they not in a position, in the interest of cheaper 
tobacco and bigger profits for themselves, to squeeze the farmers / 

I do not ask you whether they will do it; I say are they not in a 
position to do it 

Mr. Raeianp. They would not be as long as the Federal Govern- 
ment supported the crop. 

Mr. Simpson. Even though they wanted to? 

Mr. RaGuanp. That is true. 

We have maintained here today that regardless of any assumed 
shift of the volume from the higher price to the lower price. the 
farmer would not suffer because the Government is back of him and 
paying him 90 percent of parity on every grade of tobacco. 

Mr. Simpson. I know who would suffer. That would be the con- 
sumer, 

The people | in Pe nnsy Ivania who sell « ‘igarettes would suffer because 
there would be an artificial price imposed on them, just as it is today 
where the consumer of cigarettes is penalized by the support program 
and then the operation of this unjust measure and means of the pres- 
ent taxation. 

I personally think in the interest of good business there should be 
competition in this area and I want to see the present small-business 
man grow in competitive stature to the end that we will eventually 
have a free market in this field. 

I believe the Nation’s economy requires it. I know the person who 
buys the cigarettes needs the advantage of competition, and I am 
certain in the long run the Treasury will make a great deal more 
money out of it than they do now. 

Mr. Coorrr. Mr. Chairman, I have one other question now. 

Mr. Ragland, your answer there interested me. Then if the farm- 
er’s price is to be protected after this bill should become law it is 
necessary then to have a support price program for tobacco? 

Mr. R \GLAND. I did not say that, sir. As T recall, my answer to 
Mr. Simpson’s question was that the farmer could not lose on any 
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assumed shift from the present standard price bands to economy 
brands regardless of any desire of buying pract ices on the part of any 
manufacturer. 

Mr. Cooper. And the reason you Cannot lose is because of the sup 
port program / 

Mr. Racuanp, I say regardless of any set of circumstances he would 
not lose. We believe that additional competition in the leaf market 
will strengthen the prices and increase the prices received by the 
farmers. 

Mr. Coorrr. You have several times brought in the support price 
program. 

Mr. RaGLanp. That is true. 

Asa matter of fact a few years ago I was on record of favoring it. 

Mr. Coorer. And you are in favor of continuing it? 

Mr. Ragianp. We want to see the farmer get a fair price for his 
tobacco because, after all, he consumes cigarettes, too, and we want 
to have more customers. 

Mr. Coorrr. And then you think it is necessary for the support 
price program to be continued for the farmer to be protected / 

Mr. Racuanp. No, sir; I have not said that, Mr. Cooper. I did not 
intend to Say that. 

Mr. Simpson. What you said, as I understood, was that so long as 
there is a price support program, no matter how great a shift there 
might be to the economy brands from the standard brands, it would 
not affect the farmer's Income. 

Mr. RaGianp. It couldn't possibly. 

Mr. Cooper. If we do not have a price support program, what is 
your opinion ¢ 

Mr. RaGuanp. I will just repeat again that as long as economic 
conditions are what they are there would be no need for anybody to 
go out and try to sell tobacco and I think that no one has anything 
to worry about. 

Asa matter of fact, the presence of additional buyers on the market 
will mean, through this competition of these additional buyers on the 
market, the farmer will get more money for his crop. 

Mr. Boges. As a matter of fact, Mr. Ragland, this proposal has 
never been enacted into law and despite that the support program 
has been continued, so it must be deemed necessary whether this bill 
is enacted, or not. 

The Cuairman. Does that conclude the examination ? 

The committee stands adjourned until 10 o’clock in the morning, 
when we will continue. 

(Thereupon, at 4:15 p. m., the committee was recessed, to recon 
vene at 10 a. m., Thursday, March 26, 1953.) 
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THURSDAY, MARCH 26, 1953 


Housrt or REPRESENTATIVES, 
ComMMITTEE ON Ways AND MEANS, 
Washington, iC, 

The committee met, pursuant to recess, at 10 a. m., in room 1102, 
House Office Building, Hon. Daniel A. Reed (chairman) presiding. 

Mr. Jenkrns (presiding). Mr. Reed sent word he could not be here 
on time this morning, but for me to call the committee to order, which 
J how do. 

We have a little program by which the witnesses will be called. We 
all appreciate the fact that there are m: iny who wish to testify today, 
and | expect there are other individuals who could add a great deal 
of information that we need in connection with this bill but they can- 
not testify, of course. 

Mr. Reed has mdicated to me that he has consulted with the dis- 
tinguished Senator from Kentucky, the Honorable John Sherman 
Cooper. We are glad to have the distinguished Senator from Ken- 
tucky. 

Mr. Coorrer. Mr. Chairman. 

Mr. JENKINS. Mr. C ooper. 

Mr. Coorrer. I ask unanimous consent that all Members of Congress, 
both the Senate and House, who may desire to do so, hs ave permission 
to have their appearance indicated by contacting the clerk of the com- 
mittee, 

I also ask unanimous consent that all Members of Congress, both 
the Senate and the House, who may desire to do so, may have permis- 
sion to extend their remarks in the record of this hearing by contact- 
ing the clerk ef the committee. 

Mr. Jenkins. Without objection, it is so ordered. 

Very well, Senator Cooper, W il] you proce ed? 


STATEMENT OF HON. JOHN SHERMAN COOPER, A UNITED STATES 
SENATOR FROM THE STATE OF KENTUCKY 


Senator Coorer. Mr. Chairman, members of the House Committee 
on Ways and Means, I appreciate very much the opportunity to come 
before the Committee on Ways and Means. I am here to testify in 
opposition to H. R. 1417, and to support the tobacco growers who 
unanimously oppose this bill. 

I know that in your study of this bill there are many factors which 
you must consider. Your committee must take into consideration the 
effect of this bill should it become law upon revenues, for this year 
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the administration is making an earnest effort to bring expenditures 
in balance with revenues. 

First, it is certain that there would result a loss of revenue of some 
figure hetween 835 million suggested yesterday by Mr. Folsom, if 
there should be a diversion of 10 percent in the use of the cheaper 
tobacco cigarette, or the much larger amount approximately $85 mil- 
lion which he suggested if cheaper tobacco and cigarettes should 
eventually capture 25 percent of the market. 

Second, I understand your attitude and desire to create an equi- 
table tax program and to attain at an early date a general tax reduc- 
tion. With ee to your objective of equitable tax revision, I was 
very interested in hearing the Under Secretary of the Treasury say 

: his testimony bd fore you that in such a program, the excise tax on 
cigarettes would not be one which would demand the first interest of 
the Treasury. 

With respect to tax reduction, it is clear that whatever the amount 
of revenue lost which the passage of this bill might entail, it would 
to that extent postpone the possibility of a general tax reduction 
for all the people. It has been argued that this tax measure is in the 
interest of the consumer. It does not seem to me that such an argu- 


ment can bear great weight when consumers themselves are choosing 
only 1.9 percent of cheap tobacco cigarettes out of a total consumption 
of 400 billion cigarettes. 

Another interest which I know you will consider is the interest of 


the 750,000 farm families of the Nation who grow tobacco. Their 
nterest must be considered along with the interest of the consumer 
nd the cigarette manufacturers, and certainly their interest is as 
mportant as the companies which propose the graduated excise tax 
for cigarettes. 

In my own State of Kentucky, agriculture is the largest erica 
and the income from tobacco pr duction is the largest element of agri 
cultural income. The price affects most of the farm families of 1 my 
State. 

Tobacco is grown In a Fae esi few States, among them being 
Kentucky, North Carolina, Virginia, Tennessee, Georgia, and Mary- 
land. Its problems are not as well know nas those which concern the 
farmers, producers of wheat, corn, cattle, and dairy products, which 
are | ceca weneri ally throughout the N Nation. If this tax were one 
vhich adversely affected one of these ae commodities, there could 
be no question that its effect would be brought with great force to this 
conunittee. But while produced in a relatively few States, tobacco 
has been Abieabind by the C Ongress as one ot the SIX basic commodi- 
ties. It gives life and income to 750.000 farm families. 

The tax on cigarettes is the second largest single source of excise 
tax allied tae and exceeds the income that farmers receive from its 
production. Tobacco growers are unanimously op pose “| to this meas- 
ure. They are Oppos sed because they know that its enactment will 
adversely affect their tobacco program, and the tobacco prices. Bills 
to substitute the graduated excise tax for the present flat tax on ciga- 
rettes have been proposed many times during the past 2) year's, These 
proposals have always been rejected. Farmers believe that the effect 
of Shits bill would be to shift emphasis toward cheaper tobaccos, or 
so-called economy brands. This shift toward cheaper tobacco will 
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affect the program of research, of production, directed toward im- 
proved types of tobacco, and of domestic and export use, which has 
made progress and which is satisfactory to growers and to tobacco 
consumers alike. 

There has always been some question about the effect of such a tax 
upon tobacco prices paid by cigarette manufacturers. There will be 
filed with this committee a report which I recently received from the 
Office of Price Stabilization which indicates clearly that the price paid 
farmers for standard brand cigarettes is approximately twice the 
amount paid them for cneap tobacco cigarettes. 

In the early part of this year, the President of the United States 
and the Secretary of Agriculture stated that in 1953 and 1954 a review 
and study of the entire agricultural program will be made with a view 
to strengthening and stabilizing agriculture. This being true, it 
seems to me that it would be unwise to enact this measure which 
tobacco farmers believe will adversely affect their tobacco programs 
and prices without giving to the President and the Department of 
Agriculture and farm groups the opportunity to make the study which 
has been proposed. 

Farm prices have been falling since the early part of 1952. Fortu 
nately for Kentucky and other tobacco-producing States, tobacco 
prices have remained relatively firm, but in this time of falling 
prices for farm commodities, | think it would be unfortunate and 

hnwise to enact at this time 2 measure which would adversely affect 
the prices of tobacco, 1 of the 6 basic commodities. 

I appreciate this opportunity to come before you and I earnestly 
hope that this committee will take into consideration the interests of 
the tobacco VTOWRTS, alone with the other interests to which you must 
vive consideration, and that you will unfavorably re port this bill. 

Mr. JENKINS. Senator, let me ask you a few questions. 

I believe you live rieht in the midst of the tobac co area of Kentue ky / ¢ 

Senator Coorver. Yes. Kentue ky is the largest producer of bur le \ 
tobacco, and the tobacco income represents the major part of the farm 
income of Kentucky. The farm income of Kentucky is its largest 
source of income, over 50 percent. 

Mr. Jenkins. I understood you to say several times that the 
growers are unanimously opposed to this legislation. 

Senator Coorrr. There is no question about that. I think this 
group here today is proof or indication of that fact. 

Mr. Jenkins. I might say that my State and my section of the 
country does not produce as much tobacco as your State, but in my 

ndividual situation tobacco is produced, and I think I can say with 
you that every grower of tobacco is against this legislation, and you 
say they total 750,000 families over the country ¢ 

Senator Coorrer. I think that is the estimate. I think you are 
correct, too, in saying that all are opposed to this legislation. 

Mr. Jenkins. I did not remember that you said anything in your 
testimony about the warehousemen. Of course, vou have a great 
many extensive warehouses in Kentucky. What is the position of 
that group? I expect somebody will be here to speak for them. 

Senator Cooper. They are here to testify, but they also oppose the 
enactment of this bill. 

Mr. Jenkins. That is all I have. Does anybody alse wish to 
inquire ¢ 
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Mr. Mason. Yes, Mr. Chairman. 

Senator. you made a ver\ interesting statement im connection with 
a report that you have that you are going to file for the record. The 
statement was that twice as much money will be paid to the farmers 
by the standard cigarette manufacturers as by the economy brands. 
I am just wondering, because the standards produce about 90 or 95 
percent of the cigarettes, and the econonny only about 5 or 10 percent, 
and I would think they would have to pay nine times as much or 
more, instead of Just twice as much. 

Senator Coorrer. This is the price of the actual tobacco that g0es 
into the cigarette. 

Mr. Mason. Then it is twice as high a price, and not twice as many 
dollars that the report shows, Is that it / 

Senator Coorrer. I think there are others here who are much better 
versed on the technical factors on this bill than I certainly am, and 
they will testify, but I think that they will testify that in the cost 
of a cigarette, that most of the items are fixed items, that is, relatively 
the same whether for an econon \ brand cigarette or for the so-called 
standard brands. The one element which goes into the production 
of a cigarette where there 1s an fle sibility is the price paid to the 
crower for his tobacco. ‘These studies which have been recently made 
for all of the companies or at least most of the companies, indicate 
that the companies paid to the growers for the standard brands 
ipproximately twice the price that was paid by the economy brand 
manufacturers. In other words, they get the better tobacco and put 
better tobacco in the cigarettes. 

Mr. Mason. It is twice the price. 

Senator Coorrr. Yes. 

Mr. Mason. Now, Senator, as I understand it. ali tobacco manu 
facturers bid on an open market, and so I cannot see how the price 
that one pays would be twice as much as the price another pays when 
they are in competition on the bidding. 

Senator Coorrer. | think there will be orowers Who will testify 
today who will indicate very clearly that there are Dan different 
tvpes of tobacco on a tobacco plant, and that the standard brand 
manufacturers who produce good cigarettes buy the highest type and 
grade of tobacco. The economy brand manufacturers buy a much 
lower and « heaper orade of tobacco. That is the point of this thing. 
Phat is the reason the farmers are opposed to this measure. 

Mr. Mason. I hope, Senator, that is cleared up. because it is not 
cleared up so far for me. That is all. 

The Cuamman. Who will inquire?’ Mr. Cooper? 

Mr. Coorrer. I have no questions now, thank vou, Mr. Chairman. 

The Cuarrman. Any questions down this line? Mr. Simpson will 
inquire. 

Mr. Simpson. Senator, you believe, I have no doubt, in the free- 
enterprise system, and competition as an important part of it/ 

Senator Cooper. Yes, sir. 

Mr. Simpson. Do vou consider the tobacco program provides free 


competition ¢ 

Senator Coorrr. The tobacco program / 

Mr. Simpson. Yes. 

Senator Coorer. There is no question it carries with it a large ele- 
ment of Governmental control. There is not any question about that. 
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Mr. Simpson. You do believe in controls as a part ot the free-enter 
prise system ¢ 

Senator Cooper. I believe in what / 

Mr. Srmpson. You believe in controls / 

Senator Cooper. As related to the tobacco growing that it has 
worked out well for both the oTrTower’s and the consumers. 

Mr. SIMPSON, Do you believe it should be extended to all other 
products 

Senator Coorrr. I believe each product must be considered on the 
basis of the facts which apply toit. In this instance, the program has 
worked out satisfactorily for users and I think for consumers, too. 

Mr. Stimpson. Do you think that the free-enterprise system then 
merits controls where the crop can prove W hat the tobacco people have 
proved ¢ 

Senator Coorrer. It would be hard to make a general statement about 
any particular commodity. Iam only stating today as far as the to 
bacco program is concerned, it has been satisfactory. I do not know 
of any complaint about it. Of course, this element of control not 
only enters into the tébacco program. We find it in varying measure 
In many fields of our national economy. You havea minimum wage. 
and you have other controls. 

Mr. Simpson. You are saying, then, that you do believe in the ex 
tension of the same kind of program as they have with respect to to 
bacco by way of controls 4 

Senator Coorer. I did not say that. I sav that each commodity 
would have to be considered upon the facts w hich are applicable to it. 

Mr. Simpson. You agree that the effect of the tobacco control pro 
gram is to give a higher price to farmers ¢ 

Senator Coorrer. Yes. 

Mr. Simpson. And you agree that that higher price will come from 
the consumers / 

Senator Cooper. Yes, that is true. 

Mr. Stimpson. Thank you, sir. 

The CuatrmMan. Are there any other questions / 

If not, we thank you, Senator, for your fine and able contribution. 

Senator Cooper. Thank you. 

The Cuamman. The next witness will be the Honorable Harold 
1). Cooley. 


STATEMENT OF HON. HAROLD D. COOLEY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NORTH CAROLINA 


Mr. Cootry. Mr. Chairman and members of the committee, I am 
presenting a statement this morning on behalf of several of my 
colleagues. 

Mr. Cooper. Mr. Chairm: 7 of course we all know Mr. Cooley very 
pleasantly and delightfully, but for the benefit of the record, w i you 
give your name and the capacity in which you appear ? 

Mr. Cootry. Harold D. Cooley, Member of the House, and member 
of the Committee on Agriculture. 

Mr. Coorrer. And former chairman of the committee. 

Mr. Coo.try. Yes, sir. In the interest of time, Mr. Chairman, I am 
presenting this brief prepared statement on behalf of myself and my 
colleagues. 

31444 53 S 








110 GRADUATED CIGARETTE TAX 


(‘The statement is as follows:) 


Mr. Chairman and members of the committee: 3 years ago the same issue now 
presented by H. R. 1417 was before this committee and after extended hearings, 
and after careful consideration, the proposition here presented was rejected 
At that time more than 40 Members of Congress signed and presented to this 
committee a joint statement in which they presented their views and the views 
of the tobacco farmers of the United States in opposition to the proposed dif 
ferential or graduated tax on cigarettes. 

Nothing has transpired since this matter was last considered by this committee 
to cause those of us who oppose this measure to change our position or our views 
or the belief of the tobacco farmers of the Nation, to the effect that this bill, if 
enacted, would be harmful to tobacco growers and not in the welfare of the 
people of our country 

In view of the fact that arguments logical, clear, cogent, and convincing will 
be made in opposition to this measure by humerous witnesses familiar with all 
the facts and circumstances involved, Members of Congress submitting this 
statement will not attempt to enumerate the many objections to this proposed 
change in our tax structure. Evidence and arguments will be submitted by these 
Witnesses in as much detail as the committee may desire. The witnesses will 
include tobacco farmers, farm leaders, tobacco warehousemen, and public officials 
from the tobacco-producing areas 

These witnesses are experts on the economics of tobacco production and use 
They and their communities are the ones who will be directly affected by any 
change in the policies relating to the tax on cigarettes. Those of us who join in 
this statement hope that the committee will be guided by the analysis of this 
proposal by these experts 

Many Members of Congress would like to appear before the committee in op 
position to H. R. 1417. To accord each of them even a few minutes would take up 
several hours of the committee's time and the testimony they presented would be 
merely a cumulative affirmation of the evidence presented by the tobacco experts 
who will appear 

In order to save the committee's time, therefore, and to keep from burdening 
the record of this hearing with a large number of statements substantially 
duplicating each other, interested Members of Congress have decided to join in 
presenting to the committee this brief statement of our opposition to the provi 
sions of this proposed measure 

We, the undersigned Members of the United States House of Representatives, 
therefore, appear in opposition to H. R. 1417. We believe that enactment of this 
proposed differential tax rate on cigarettes would decrease the tax revenues from 
cigarettes Without a Compensating gain to any segment of the American economy ; 
and that it would seriously reduce the income of tobacco farmers 

On behalf of our constituents, therefore. we urge this committee not to adopt 
the proposed differential or graduated tax on cigarettes provided in H. R. 1417. 

Respectfully submitted 

Harold D. Cooley, North Carolina; Graham A. Barden, North Caro 
lina; Herbert ¢ Bonner, North Carolina; George A. Shuford, 
North Carolina; L. H. Fountain, North Carolina; F. Ertel Car- 
lvie, North Carolina: Charles B. Deane, North Carolina; Thur- 
mond Chatham, North Carolina; Carl T. Durham, North Caro- 
lina; Hugh Q. Alexander, North Carolina; Woodrow W. Jones, 
North Carolina; L. Mendel Rivers, South Carolina; A. Sidney 
Camp, Georgia; William C. Wampler, Virginia; W. M. Abbitt, 
Virginia; Clifford Davis, Tennessee; Noble J. Gregory, Kentucky ; 
James P. Richards, South Carolina; John L. MeMillan, South 
Carolina: John J. Riley, South Carolina; John C. Watts, Ken- 
tucky: F. L. F. Sikes, Florida: Garrett Withers, Kentucky; Brent 
Spence, Kentucky ; Carl D. Perkins, Kentucky: Phil M. Landrum, 
Georgin: KE. L. Forrester, Georgia: James C. Davis, Georgia ; 
Prince H. Preston, Georgia : Joe L. Evins, Tennessee ; W. M. (Don) 
Wheeler, Georgia; J. L. Pilcher, Georgia; James A. Haley, 
Florida; Pat Sutton, Tennessee; Paul Brown, Georgia; Tom 
Murray, Tennessee; Frank L, Chelf, Kentucky; D. R. (Billy) 
Mathews, Florida; Frank Small, Jr., Maryland; DeWitt S. Hyde, 
Maryland: Richard H. Poff, Virginia: Svd Herlong, Jr., Florida : 
J. Perey Priest. Tennessee: Dwight P. Rogers, Florida; John 
Robsion, Kentucky: W. J. Bryan Dorn, South Carolina. 
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I think a total of 47 Members of Congress, Mr. Chairman, join in 
the presentation of this statement. We have several Members of Con- 
gress I would like to present just for the purpose of presenting 
some of their constituents who are here with them this morning. 

First I would like to present, with the chairman’s permission, Mr. 
Chatham, my colleague from North Carolina, who desires to present 
a brief statement and a brief resolution. 

The CHatrman. Mr. Chatham. 


STATEMENT OF HON. THURMOND CHATHAM, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NORTH CAROLINA 


Mr. Cuaruam. Iam Thurmond Chatham, and I represent the Fifth 
District of North Carolina, in the House of Representatives. 

I would like, sir, for a brief moment to ask the tobacco growers who 
have come here from my district, and who are in the room this morn- 
ing, to stand up in order that you may see the delegation of farmers 
that have come up. Will those people from the Fifth District and 
Gilford and Yadkin Counties please stand up ¢ 

Thank you. 

Mr. Chairman, I have been asked to present this statement which 
was prepared by the Farm Bureau leaders of the Old Belt of North 
Carolina, on behalf of over 10,000 Farm Bureau members who pro- 
duce flue-cured tobacco, and who live in the Piedmont section of North 
Carolina. The statement is as follows: 


STATEMENT PREPARED BY THE FARM BuREAU LEADERS OF THE OLD BELT OF NorTH 
(CAROLINA AND PRESENTED ON BEHALF OF Over 10,000 FARM BUREAU MEMBERS 
Wao Propuce FLUE-CurRED ToBAccO AND WHO LIVE IN THE PIEDMONT SECTION 
OF NORTH CAROLINA 


GRADUATED TAN ON CIGARETTES 


On January 9, 1953, Representative Boggs, of Louisiana, and Representative 
Simpson, of Pennsylvania, introduced separate bills, designated as H. R. 1221 
and H. R. 1417, to amend section 2000 (c) of the Internal Revenue Code with 
respect to the tax on cigarettes, 

The proposed legislation is not new In fact, every vear since the beginning 
of the tobacco program in 1933, we have had to fight this legislation repeatedly ; 
and in every instance in Ways and Means Committee has agreed with the 
farmers that a graduated tax would be detrimental to the economic welfare of the 
tobacco growers. 

For the past 20 years, and at the present time, we have maintained that 
tobacco is paying an unfair share of Federal, State, and municipal taxes. To us, 
tobacco is a basic commodity that supplies our section of the State with 75 percent 
of its farm income. We believe that an overall tax reduction on tobacco products 
would be helpful to segments of the tobacco industry : but we bitterly oppose the 
proposed legislation that gives relief to that segment of the tobacco business that 
makes up less than 1 percent of the industry at the expense of the other 99 
percent. 

Since 1933 the tobacco farmers, with the help and assistance of the Congress, 
have legislated a tobacco program that has brought tobacco farmers out of 
hankruptey into a favorable economic position, and, at the same time, has sta 
bilized the entire industry. One of the basic principles of our program is price 
support that gives us a guaranty of 90 percent of parity and is designed to give 
us parity on the auction floors. We know from personal observation and experi 
ence that the purchases of standard brands of cigarettes are the only ones 
during the past 20 years that have paid sufficient prices to enable the farmers to 
receive parity prices at the market place. We know now that we must have at 
least 50 cents a pound for the 1953 crop in order for us to maintain a reasonable 
profit; and, in our opinion, no manufacturer can produce economy brand cig 
arettes and, at the same time, pay the farmer a living price for tobacco, 

The economy brand cigarette is a product of the depression when all types of 
tobacco were selling for depression prices. Therefore, why legislate depression 
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prices for our tobacco crops? We know that the very minute the economy field be- 
come lucrative the manufacturers of standard brands could switch almost over- 
night to the field if they felt that the differential comprised a valuable stim 
ulant to sales. When this is done, we know that this will reduce the price of 
high-grade tobacco to the level of tobacco grades use in economy grades, and 
hen our price-support program will go out the window. 

The tobacco industry from the very beginning has recognized that profit on 
tobacco must come from volume: and the manufacturers have accepted a small 
per-pack profit at a reasonable price to the consumer, and their entire effort has 
been spent on volun We farmers are interested in volume because we grow 
tobacco under a strict acreage allotment, Which we vote upon ourselves by a 9S 
percent majority, because the size of our acreage allotment is based upon volume 
Salles 

The tobacco industry for the first time in history is stabilized with all seg- 
ments of the industry working together and making a fair and reasonable profit 
In 1900 the per capita consumption of cigarettes in the United States was 35 

igarettes—or less than 2 packages. Last year the per capita Consumption ex- 
ceeded 2.560—or approximately 128 packages. As consumption has increased, 
Federal revenue has increased proportionately. The manufacturers of standard 
brands of cigarettes have been entirely responsible for the sales job that has made 
this record possible. At the present time, the most extensive advertising cam 
paign in the history of cigarettes is in progress, and we expect the upward trend 
of 

posed legislation which will not only throw chaos into the stabilized tobacco 
industry but, at the same time, at the end of the year, vield to the Federal Gov- 
ernment not more, but less revenue than the present tax structure. 


consumption to continue unless Congress by its taxing power passes this pro- 


Mr. CuatHam. Now, Mr. Chairman, if I may continue, I heard the 
Under Secretary of the Treasury vesterday, Mr. Folsom, making the 
assumptions based on a switch to the new cigarettes if the tax rate is 
changed under these bills. He said up to 15 percent. I would like to 
make my own assumption, because I feel certain since I live in a 
tobacco district of growing, processing, and manufacturing, that if 
this bill is passed the manufacturers of the so-called standard brands, 
being compelled to meet competition, will switch to the so-called 
economy brands, because there is no more highly competitive field in 
my opinion than the tobacco manufacturing field. 

I would like to enter in the record and leave here the loss in revenue 
io the Treasury of a 10 percent change, 20 percent change, 30) percent 
change and a 40 percent change. 

(The information is as follows:) 


Cigarette consumption, fiscal year ending June 30, 1952 383, OOO, OOO, OOO 
If 10 percent smokers switched to economy brands: Revenue 
38,500,000,000 at present $4 per thousand__- $145, 200,000 


38,.300,000,000 at proposed $2.90 111, O70, OOO 


Loss of revenue om 34, 130, OOO 

If 20 percent smokers switched to economy brands: 
76,600,000,000 at present $4 per thousand__* 306, 400, 000 
76,600,000,000 at proposed $2.90 : 222, 140, OOO 
Loss of revenue S84, 260, OOO 


If 30 percent smokers switched to economy brands: 
114,900,000,000 at present $4 per thousand___ 459, 600, OOO 
114.900.000.000 at proposed $2.90 335, 210, OOO 





Loss of revenue 126, 390, 000 


If 40 percent smokers switched to economy brands: 
145,200,000,000 at present $4 per thousand 
145,200,000,000 at proposed $2.90 


DSO, SOO, OOO 
$21, OSO, OOO 






Loss of revenue , 159, 720, OOO 





ed 


| 
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Mr. Cuaruam. My best belief, which of course could only be borne 
out if the law is passed, is that within the first 12 months from 20 to 
30 percent would change, and I believe the change would be larger 
after that. I base that on my experience in my own textile business, 
where all my life we have had to meet competition. ‘Today my asso- 
ciates have told me in the last few weeks we are doing the same thing, 
because the textile industry is in a slump. Wool, which is the basic 
product that we use in our own company, has its large ups and 
downs, which would be applicable here because of the tax change, so 
we have to meet competition and every competitor tries to outdo the 
other man. 

As we go down in the price of a product, as we get on a lower basis, 
everyone has to suffer and the producer most of all. When we have 
to make a blanket in my business that has to meet competition, we do 
not always meet price, we often go a few cents under because we do 
not want that business taken away from us. That is the American 
free enterprise system that Mr. Simpson has been talking about, to 
meet the price and hope the volume will turn that into a profit. 

Year after year the only way—certainly since we have minimum 
wages and our tax burden is uniform—we can meet competition and 
continue to make a profit, which every company has to make, is to 
take it out of the price of the raw product. Certainly having spent my 
life in and around the tobacco business, and in the tobacco business, 
I have never been actively engaged in it, I am perfectly satisfied that 
if these economy-brand cigarettes come in under this tax, all the big 
companies will go into that and the price of the tobacco to the producer 
will gradually fall. 

The loss of the revenue to the Treasury will throw us into a new 
situation where instead of the tobacco program having cost the Gov- 
ernment nothing, because Stabilization Corp. of which every tobacco 
farmer is a member and pays his own money into has been able to 
handle the tobacco that has been bought, I believe the Government 
will accumulate large stocks of tobacco, the same as they do butter 
and cotton, which I am fearful will be accumulated in large part. If 
that happens, the Government will continue to lose revenue, because 
in time this increase of the amount of tobacco they would have to 
take under the parity program will be so great that a much greater 
loss could incur to the Government than comes through the ‘loss of 
revenue . 

Certainly I cannot see where anyone wins, but everybody loses in 
this thing. Sometimes you see a thing come along where everybody 
wins. We become more prosperous. The producer wins, the processor 
wins, and the consumer wins, because he get= greater quality through 
greater volume. Personally, I think, sir, everybody will lose here. 

I am very much concerned with the people of my district in North 
Carolina, where the tobacco crop is over half of our agricultural 
income. Should we get into this fight, which we are cert: ainly head- 
ing into, a fight for the American markets, it will change a situation 
which has become stabilized, a stabilization we can give the farmer the 
credit for. Just like a manufacturer when the sales slow off, there 
is a cut in production. The farmers have taken a cut in production 
this year. 

I have seen these farmers come up from poverty to a place where 
they have a good living and good homes and good schools. They are 
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the hardest working farmers in the United States, because the tobacco 
crop takes such minute and daily care. That is the end of my state- 
ment. 

The Craiman. I appreciate your presentation. I am sure the 
committee does. 

I would like to ask two questions for information. Do you have 
any a in the cigarette business from abroad at all? 

Mr. Cuarnam. No, sir. The amount of cigarettes that come into 
this canes from abroad—I have no figures in front of me—is very 
much less than the amount of American cigarettes that are sold 
throughout the world, especially since the war, when the American 
GI's were acting as salesman for the American cigarette. 

The CHairman. Do you get competition abroad in the woolen 
business ¢ 

Mr. CuarHam. Yes, sil 

The Cuairman. Where does the competition come from ¢ 

Mr. Cuarnam. England and Japan. It used to come from Czecho- 
slovakia and Germany. England is the great competitor in Ameri- 
can woolens. I think the forward-looking manufacturers in this 
country, like the automobile people, are willing to give up a share 
of their business because our consumers in this country who grow 
export crops become more prosperous and take up the slack, 

The Cuatirman. Thank you very much. 

Mr. Jenkins. May I ask a question ¢ 

Phe CHamman. Yes. 

Mr. Jennxuns. Mr. Chatham, I was very much impressed with your 
statement with reference to the spirit now in the tobacco business; 
25 or 30 or 40 years ago the tobacco farmer was away down low in 
the ec onomic scale, was he not @ 

Mr. Cuatruam. Yes, sir, very low. 

Mr. Jenkins. There is no question about that. You made another 
statement that has not been brought out here yet and that is the 
auction floor. The auction floor is a very important stop in this 
great program. 

Mr. CHaruam. That is right. 

Mr. Jenkins. Is it not true that the auction floor is a stabilizer for 
both the producer and the manufacturer of the tobacco? 

Mr. CuatHam,. Yes, sir. 

Mr. Jenkins. And the Government supervises that by reason of 
the fact it has inspectors stationed there about all the time. 

Mr. Cuarnam. That is right. They fix the grades. 

Mr. Jenkins. By reason of that, we have a fine system built up, and 
those who are responsible for it are willing to pay the big tax and those 
who want to tear it down want to reduce the tax. 

Mr. Cuarnam. In my opinion, Mr. Jenkins, we have the most 
stabilized agricultural commodity in the United States. 

Mr. Jenkins. That is right. That is all, Mr. Chairman. 

The CHaimman. Are there any other questions? Mr. Kean will 
inquire. 

Mr. Kran. Congressman Chatham, if what you claim does happen 
and all the companies are forced to go into the economy field, then 
should not all of us who do not especially represent the tobacco 
farmer but primarily represent the consumer and want the consumer to 
get cigarettes just as cheaply as possible vote in favor of this bill? 


| 
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Mr. Cuatruam. I cannot agree, Mr. Kean, because the price to the 
consumer is based mainly on the 8 cents per pack Federal tax now In 
effect. and the.State taxes which go as high as & cents per pack, 1 
Louisiana, and are graduated down in other States. In North Caro 
lina where there is no State tax on cigarettes, I think you can buy cigar 
ettes at 16 or 17 cents a package at the chain stores, and the smaller 
stores, too, if you buy by the carton, and that is the amount that is 
collected from the consumer in the State of Louisiana, 16 cents. 

Mr. Kean. But if everybody goes into the economy field and ciga 
rettes are made cheaper for the consumer, should not those of us repre 
senting consumer districts vote for this bill? It seems to me you have 
argued in favor of us doing it. 

Mr. Cuarnam. If your consumers are willing to bankrupt these 
farmers who buy the goods that your consumers make through their 
manuf: retur ing pl: ints, and plenty of your goods come into the South. 
certainly into my district. You are starting something here that is 
extremely delicate economic: ally. Our economy is based on very fine 
lines, and tod: ay we are desper: itely trying to hold up basic agrie ‘ultural 
prices because a great many of us will agree that unless agriculture is 
prosperous, the consumers are not going to be prosperous, because they 
have to have money for their production. 

Mr. Kran. I am sure none of us want to bankrupt the farmer. 

Mr. CHatHam. I think this is fooling with fire. 

The CHatrMan. Mr. Curtis. 

Mr. Curtis of Nebraska. I was interested in your figures as to what 
might happen in the shift to the economy brands if this law were 
enacted. Of course, 1 can make no prediction in that regard. But 
I want to ask you this: In your opinion, is the present tax, the flat 
tax on all cigarettes, the thing that is now preventing the shift to 
economy brand cigarettes / 

Mr. Cuarnam. I think it is, sir, because there is a very tiny margin 
of profit per package in the cigarette business. You must have those 
figures before you. I do not have them here this morning, but I am 
sure they are somewhere before the committee. The tax is the big 
amount. The farmer receives an infinitesimal amount of price per 
pack compared to the tax that goes on that thing. 

Mr. Curtis of Nebraska. So that the present tax is the thing that 
Is preventing the expansion of the economy brand cigarettes now / 

Mr. Cuaruam. The expansion of the economy brands at the expense 
of the so-called standard brands, because I personally cannot believe 
that this change in tax will change any new smokers or will bring in 
any new smokers. ‘The only possible thing I can see will happen will 
change a present smoker from Luckies, Camels, Old Gold, Philip 
Morris. Chesterfields, to an economy brand. It would be a shift 

Mr. Curtis of Nebraska. I want to ask you a very hypothetical 
question which is very unlikely to happen—in fact will not happen 
but. I want to get at what is involved in this tax problem. Suppose we 
repeal all Federal cigarette taxes; then what amount of shift would 
be to the economy brands ? 

Mr. Cuaruam. I would say very small, because on cigarettes, with 
all Federal taxes off, vou would immedi: itely bring down the retail 
price to 8 cents. Then if you put a oraduated tax on, IT think again 
the standard brands would meet the new tax. T can see in your hypo- 
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thetical question, and I can see in this present situation, if it goes 
through and there is a statute on the graduated tax, most of the ciga- 
rette sales of this country will be sold under the graduated tax on the 
lower basis. 

Mr. Curtis of Nebraska. What is the wholesale price of the stand- 
ard brands without tax / 

Mr. Cuaruam. Sir, I do not have that before me at this moment. 
It isso well documented here that I did not bring it with me. 

Mr. Curtis of Nebraska. The retail price without Federal tax is 
what—15 cents / 

Mr. Cuatuam. No. The standard brands are selling in the House 
cloakroom concession at the moment at 20 cents, so take 8 cents, and 
the retail price would be 12 without it. 

Mr. Curtis of Nebraska. And the proponents of this bill claim that 
if they could get the differential in tax, the economy brands would be 
5 cents cheaper. 

Mr. Cuarnam. They do. The difference, I think, today is approxi- 
mately 3 cents. 

Mr. Curtis of Nebraska. If we had no tax at all, and standard 
brand cigarettes were selling at 12 cents, with economy brands at 7 
cents, it is your opinion there would be no substantial shift ¢ 

Mr. Cuarnam. Yes. I think the whole industry would go to the 7- 
cent cigarette. If I were a businessman I would not: let competition 
grow under me. You have to protect your business. In the whole 
United States, the private enterprise system is based on meeting com- 
petition, and I believe that is the reason why we have this enormous 
volume of products in this country. I believe the whole shift would 
go to the 7-cent field, and not to the 12. 

Mr. Curtis of Nebraska. So in your opinion the tobacco farmer is 
better off on a flat tax basis. 

Mr. Cuaruam. On the same basis I think he is better off. The com- 
panies can take care of them. 

Mr. Currts. In other words, the high cigarette tax we have now is 
more wholesome for the farmer than if there were no Federal cigarette 
tax / 

Mr. Cuarnam. No; I cannot say that. I did not mean to leave any 
such impression. I say a uniform cigarette tax is more wholesome 
than if we have a graduated tax. Your hypothetical case, if there was 
no Federal cigarette tax, I think probably the farmer would get more 
for his tobaeco than he is getting today. 

Mr. Curtis of Nebraska. I thought you said that it would all shift 
to the 7-cent cigarette. 

Mr. Cuarnam. I said it would. IT think the consumption would 
increase. Under the small difference that is now proposed it will shift 
from brand to brand. If you brought down the price of cigarettes So 
radically, a lot of people still figure cigarette money in their budget, 
I think the consumption would increase. 

Mr. Curtis of Nebraska. That is all. 

Mr. Bogcs. Mr. Chairman. 

The CuatrmMan. Mr. Boggs. 

Mr. Boces. Mr. Chairman, I am mighty proud to have Mr. Chatham 
here this morning. I think he is one of the very ablest Members of 
our Congress, and [ usually consider him my expert on foreign affairs, 
rather than my expert on tax matters. 
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Mr. Chatham, were you here yesterday when Mr. Folsom was 
testifying / 

Mr. Cuatruam. I was, Mr. Boggs. 

Mr. Boceés. Do you agree with his statement that this tax proposal 
was good in principle / 

Mr. ( ‘HATHAM. I did not hear him make such a statement. I can 
find no record this morning of his having made a statement that this 
tax was good in principle. I would have to disagree with you, Mr. 
Boggs. 

Mr. Bocas. Just with me / 

Mr. CHATHAM. I disagree with your statement. 

Mr. Boages. Do you have his statement before you! 

Mr. CuatnaAm. No, sil 

Mr. Boces. Page 2, second paragraph, his statement said: “The pro 
posed revision in the method of taxing cigarettes, therefore, could be 
justified in principle.” 

Mr. Cuarnuam. “Could be.” yes. 

Mr. Bocas. He said it must be justified, then, if he says it could be 

Mr. Cuarnam. I understood Mr. Folsom to say earlier that either 
side could justify the principle of a flat tax or a graduated tax. That 
was my understanding. 

Mr. Boaes. Then Mr. Folsom went on to say that their only opposi 
tion to this bill was based on what might be involved on certain assump 
tions in a shift in revenue. 

Mr. Cuaruam. I understood Mr. Folsom to say that their only 
interest in this bill was the loss of revenue entailed. 

Mr. Boees. I think that is correct. He said his only opposition to 
it, not his only interest. 

Mr. Cuaruam. I did not read that in Mr. Folsom’s statement, Mr. 
Boggs. 

Mr. Bocas. Let me go on, Mr. Chatham. You represent the Win 
ston-Salem district: do you not ? 

Mr. Cuaruam. I represent the district in which Winston-Salem is 
located : ves, sir. 

Mr. Boces. I think that is very fortunate. I think it is one of the 
finest cities in the United States of America, and I do not think you 
should be modest about claiming Winston-Salem in that district. 

Mr. Cuatruam. I am very happy to claim it, and happy to have 
friends and kinfolk who live in that city. 

Mr. Boces. I am very well acquainted with your city. I visit ther 
frequently. I think it is a delightful place and I am sure you agree 
with me. 

Mr. CHatruam. Yes, sir; I do. 

Mr. Boaes. There are some processors located there; are there 

Mr. CuatHam. Reynolds Tobacco has practically its whole oper: \ 
tion there and there are some other companies there, and various 
branches of the foreign companies; Imperial, British American have 
p laces where the *V process the tobacco that they buy close by there. 

Mr. Boces. You say Reynolds has a major operation there ? 

Mr. Cuatuam. Yes. 

Mr. Boces. Is that a relatively large operation ? 

Mr. Cuatuam. Very large. 

Mr. Boaes. Does Reynolds have any interest one way or another in 
this bill? 
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Mr. Cuaruam. Of course they have an interest. Every segment of 
the tobacco industry has an interest, a daily interest, in any legislation 
affecting tobacco. 

Mr. Boas. As far as I know, they have not indicated any desire to 
testify here either for or against this bill. Have they expressed to 
you their feeling about it, whether they are for or against it? 

Mr. Cuarnam. I would say offhand without any authority that I 
would know they would be against it, because I think they are smart 
enough to build up the big business, and they would be against 
anything that would upset the present status of the tobacco industry. 
Although I would like to make myself clear since the line of your 
questioning, I personally own no stock in the Reynolds Tobacco Co. 

Mr. Boces. I did not dream that you did. I wish I did myself. 

Mr. Cuaruam. I would like to further say that Reynolds stock on 
the same basis is selling lower than it was 20 years ago, and their 
profits per year—I think it is true of the Big Five, not the two last 
members of the Big Five—are lower now and have been consistently 
in the last few years than they were 20 or 25 years ago. That is 
total net profits per vear. 

Mr. Boages. I hope that their profits go up. 

Mr. Cuarnam. I hope all profits go up throughout the whole fabric 
of our economy. 

Mr. Boees. So dol. You have been a very successful textile manu- 
facturer, have you not / 

Mr. Cuaruam. I have been a textile manufacturer, sir. I could 
not judge whether I have been very successful. 

Mr. Boees. You should not be so modest about it. I think you are 
a very successful member of Congress, and a very successful business 
man. 

Mr. Cuatuam. Thank you. 

Mr. Boges. And one of the finest men I know. 

Mr. Cuatuam. Thank you, sir. 

Mr. Boaes. I believe everyone agrees with me on that. 

Mr. Cuarnam. Thank you, sir. 

Mr. Boges. There is one question I want to ask you about the textile 
business. You have to buy certain raw materials, all sorts of manu- 
factured items in your own business. Do you think it would be a 
good thing on these items that you have to buy to pay a flat tax rather 
than a graduated tax on what you bought? For instance, you may 
have to buy a truck to make deliveries. If you: buy 1 model truck, 
you pay so much for it, and you pay a 5 percent or 6 percent tax on 
it, and if you pay $5,000 for the truck, you pay 6 percent of that. If 
vou pay s5,000 for the truck, you pay 6 percent of that. sut sup- 
pose you had to pay 10 percent regardless of how much control there 
was. Do vou think that would be a good business practice 4 

Mr. Cuatuam. Mr. Boggs, I would say in general that any com- 
pany or any group or any individual farmer or truck farmer or 
crower of anything buys the truck that is suitable for his business, 
and the amount of tax he pays is an item. He buys the truck to 
serve his business, and I do not think he would go into the matter of 
tax, other than can he ean afford so much for a truck. The main thing 
he does is to get a truck that suits his business. Certainly under the 
American competitive system, I would say that the price of trucks 
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has not been affected too much by the tax. We have a tax here of 
an enormous amount on tobacco as compared to others. If the tax 
on trucks was as high per unit as it is on a pack of cigarettes, State 
and national, then I would say it would be a very, very ’ dishearte ning 
thing for anybody that needed a truck. 

Mr. Boacs. It would be doubly disheartening if you paid a flat tax 
rather than an ad valorem tax. 

Mr. Cuarnuam. I still say that compared to the tobacco tax, the 
amount of tax is so small that I cannot see any comparison whatever. 

Mr. Boags. I think there is a comparison in principle. 

Mr. Cuatitam. Yes, there is a comparison in principle. I say again 
any user of a truck buys that truck for what profit it will make him. 
I do not think under the present tax system anybody I know pays 
attention to the tax. He pays attention to the total price, and the tax 
on the truck, based on the present basis of revenue it would get from 
trucks, whether graduated or on the same basis per unit, I do not 
think it would make any difference, because it is very small compared 
to the selling price. 

Mr. Boees. Certainly in your business there have been various items 
on which you paid a flat tax, rather than a graduated tax that would 
affect the entire structure of your business. 

Mr. Cnaruam. I cannot agree, because in any business you buy so 
many things and you put in the cost of the article, the cost of labor 
and overhead, and you get a selling price, and there is your profit, and 
no matter what the taxes are on the components of what goes into your 
product, unless you get a profit you will not stay in business. So you 
do not break down the cost of components into taxes and various other 
parts, or whether they are graduated taxes or uniform taxes. As all 
of you know, you have to figure the cost of your raw material, the 
cost of your labor, overhead and taxes, and then figure profit, which 
under the American system has become smaller and smaller per unit 
and has given us this high standard of living. If the average person 
working for any corporation had to go into the matter of the taxes 
on what he bought, I do not think he would be much of a purchasing 
agent. 

~Mr. Boces. I was very much interested in your responses to Mr. 

Curtis’ inquiries. Did I understand you to say that the present tax 
structure made it almost impossible for economy brand manufac- 
turers to compete ¢ 

Mr. Cuatruam. No,sir. If I said that, I certainly did not mean to. 
What I meant to say, Mr. Boggs, was that if the difference widened, 
as was testified yesterday, from 3 to 5 cents, I thought that they would 
get back on the same basis. That is what I meant to infer because 
the standard brands would have to meet that competition. I would 
assume that. I know what I would do as a manufacturer. T would 
meet that competition, because I can see the danger of it to established 
brands. 

Mr. Bocas. You would not advocate the use of the old theory, would 
vou, that the power to tax is the power to destroy / 

' Mr. Cuarnam. I certainly believe that; yes, sir. I have seen that 
in England in tobacco products where the tax is so high that a pack 

of cigarettes sells from 75 to 83 cents today, and the consumption of 
cigarettes has gone down enormously. 
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Mr. Bogés. I think the tax is too high, too, Mr. Chatham. I know 
it is way too high in my State. 

Mr. Cuarnam. Yes, sir. 

Mr. Boaes. That is all, Mr. Chairman. I would like to congratulate 
Mr. Chatham. Iam glad to see so many of his constituents here. You 
are certainly well represented. 

The Cuamman. Mr. Mason will inquire. 

Mr. Mason. Mr. Chatham, according to your testimony and testi- 
mony by others, under present Government controls and subsidies and 
limited production, the tobacco market has been so stabilized that the 
tobacco industry is in very good condition as a general thing today, 
is that right / 

Mr. Cuaruam. I wou'd say it is in the most stable condition I have 
ever seen it and especially that applies to the grower. 

Mr. Mason. Now, if that stable condition is brought about by Gov- 
ernment controls and limited production and subsidies, why should 
not we have those factors of production controls and subsidies in the 
textile industry so that the textile industry would be so stabilized and 
the textile manufacturers would not be worried so much as they are 
today / 

Mr. Cuatrnam. Mr. Mason, I cannot agree that this stable condition 
is brought about by Government subsidies and Government controls, 
because the controls on acreage are brought about by the farmers 
themselves, and the tobacco that has been bought by the Government 
under the parity program has been sold so far to the advantage of the 
Government. I believe as of this moment the tobacco program has not 
cost the Government a penny. So therefore you can not say that any 
Government subsidies are in the situation whatever. 

Mr. Mason. The tobacco industry is now on very good ground, and 
vou say it has not cost the Government anything special in subsidies. 
I agree. But it has cost the consumer plenty. So I say why not or- 
ganize your textile industry on the same basis that the tobacco indus 
trv has been organized, and also cost the consumer, not the Govern- 
ment particularly, for that stabilized profitable condition ? 

Mr. Cuaruam. Mr. Mason, I do not think you can compare them 
because in the textile industry we do not have any tax comparable in 
any way whatever with the Government tax on the selling price of our 
products. The textile industry so far, cotton and wool in ‘this country, 
as far as I know, have not cost the Government anything because they 
have been pretty well stabilized and the Government has been able 
each time that they have collected large quantities of cotton or wool 
to sell it to the advantage of the Government without loss. The tex- 
tile industry—if we had the burdensome taxes of the tobacco industry, 
we would have to have some form of stabilization. I do not know what 
people would wear, to tell the truth. 

Mr. Mason. And this bill proposes to take off some of those burdens 
of taxes on tobacco and you are opposing it. 

Mr. CuaruaM. I am opposing it. But if it was a bill to take over 
2 uniform tax rate straight down the line on cigarettes per thousand, 
i would be very much for it. But you are setting up something here 
that in my opinion is completely unsound, sir, and will, or may, play 
havoe with a very fine industry upon which the livelihood of the agri- 
cultural people in my section depends. And you have to figure on 
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790,000 farm families who are the customers of the manufacturers of 
the East and West and South. 

Mr. Mason. I can see that you and I do not agree in our philosophy. 
What is good for the goose ought to be good for the gander. What is 
good for tobacco ought to be good for all industries, subsidies, control 
by the Government—— 

Mr. Cuaruam, It is not controlled by the Government. It is con- 
trolled by the farmer. 

Mr. Mason. The farmer himself is forced to do that in order to 
have this guaranteed price. He is absolutely under the control of the 
Government, or he would not do it. 

Mr. CuarHam., I disagree, sir. 

Mr. Mason. You have done away with all competition between the 
farmers. I cannot grow more than 6 acres. You cannot grow more 
than 5, when we might want to grow 10, But the Government says, 

“TF gr do, you do not get any guaranty. 

Mr. Cuaruam. You still have the right to sell vour tobacco, You 
can grow as much as you please. 

Mr, Mason. And pay a | penalty. 

Mr. Cuarnam. No, sir; not if your tobacco is high enough quality. 
It will go high above par Ae prices. 

Mr. Mason. That is all, Mr. Chairman. 

The CuarrmMan. Mr. Eberharter will inquire. 

Mr. Esernarrer. Mr. Chatham, as I understand it you believe that 
the present uniform rate of taxation, the flat tax on cigarettes tends 
to stabilize the sales market and also tends to help the farmer stabilize 
what prices he will get and in general that tax is good for the industry 
and the farmer and all along the economic line ? 

Mr. Cuaruam. Mr. Eberharter, I will answer that with a qualifica- 
tion. Had there been a graduated tax from the beginning in the to- 
bacco industry, I cannot, nor do I think anybody can, know what 
would hap pen. But you are bringing a new factor into the tobacco 
situation where you may get a complete change in the marketing 
price of a product that is stabilized today. The dangers therein I 
think are so great that it will fall most heavily on the meray be- 
cause the Government can stand the loss of revenue. It is not a great 
amount of revenue. None of us want to see the Gained lose 
revenue. But the Government can stand it. The producer cannot. 
There is a hazard here, should this bill come into effect, that all the 
members of this committee see come into effect where the tobacco 
prices will come down. 

Mr. Eseruartrer. You say it will make for mislocation 4 

Mr. Cuatrnam. Yes. 

Mr. Esernarrer. Would that not be only temporary ? 

Mr. Cuatruam. No: I think it would be permanent, because it will 
oo on 2 lower basis as long as the tax structure would be the same as 
it would be after this bill. 

Mr. Esernarrer. Then you do not believe we should use the power 
of taxation only to get revenue. You believe then we should use the 
power of taxation to help stabilize markets and do away with com- 
petition and natural laws of production and sales ¢ 

Mr. Cuatruam. I cannot believe that at all, Mr. Eberharter. I do 
not believe that at all. Iam saying that the tobacco industry, which 
includes the farmer, and who has the most at stake, has grown up 
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under this, just like the distilled-spirits industry and the gasoline and 
other industries have grown up under a flat tax. We have seen about 
a 20-percent increase during the depression of economy brands ciga 
rettes. In the future, I think vou would see a complete shift to the 
so-called economy brands. They would become standard brands. As 
you shift to u lowe 1 basis of competition , eve rvbody is going to suffer. 
and the farmer most of all. 

Mr. Esernarrer. Mr. Chatham, I firmly believe that we should 
only tax in order to get revenue. The less taxation we can impose 
upon the people, the better off the economy of the country will be. 

Mr. Cuaruam. Lam in thorough agreement with vou. 

Mr. Enernarrer. If there are other methods of helping the economy 
of the country, certainly we can take advantage of those. But 1 
think it is wrong in principle to use taxation in order to help regulate 
the economy. 

We are at a slight disadvantage here because we have no representa 
tives of the Big Five, as they are called, here to testify. It appears 
as though we will not have them. May I ask you this question: 

In your opinion, would the Big Five enter the competitive field with 
the po ers of the economy brand cigarettes / 

Mr. Cuarnuam. I can only say if I were directing one of the Big 
Fj ogibaioretnayg I would meet it immediately because I would be cer 
tainly looking after my business. 

Mr. Esernarrer. That would be the sensible thing to do. 

Mr. Cuaruam. It would in my opinion. 

Mr. Enernarrer. And if they had to go into competition with the 
economy brand, it certainly would cost them a lot of mone y to do so. 

Mr. Cuarnam. It costs everybody a lot of money when you put out 
a new cheaper product. 

Mr. Eneruarrer. It would cost the Big Five a lot of money to shift 
to manufacturing cheaper brands. 

Mr. Cuaruam. The shift in manufacturing would be no cost what- 
ever. It always costs money to introduce a new product. 

Mr. Eseruarrer. It would cost money to the Big Five. 

Mr. Cuarnam. It would cost anybody money. It will cost the 
smaller companies. But the farmer is the man who is going to suffer, 
Mr. Eberharter 

Mr. Esernarrer. Thank you. 

The Cuamman. Mr. Martin of lowa, will inquire. 

Mr. Martin. Iam somewhat intrigued by your tax policy to stabilize 
your industry. 

Mr. Cuaruam. No, sir, I do not think the tax policy has in any 


way stabilized the industry, but I think an unsettling of the tax policy, 


would unstabilize the industry that has been stabilized over a long 
period of years by the people working together, with better coopera- 
tion than I have seen in cotton or anything else. 

Mr. Martin. Would a reduction of the flat tax uniformly through- 
out the industry increase the consumption of cigarettes ¢ 

Mr. Cuarnam. Yes, I cannot say how much, but whenever a price 
is reduced, it increases consumption. 

Mr. Martin. Then would a reduction of one part of that tax on 
this graduated tax proposal increase consumption of cigarettes and 
tobacco ¢ 
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Mr. Cuarnam. Not in my opinion in any large amount because I 
think the whole industry w ill go to that price. 

Mr. Martin. Would that increase consumption ? 

Mr. Cuaruam. It could possibly create some small percentage but 
I would not think very much. 

Mr. Martin. You in the tobacco industry are going on the assump- 
tion that your consumption has reached the saturation point ‘ 

Mr. Cuarnam. No, sir, it is growing every month, practically. 

Mr. Martin. But reducing the price to the consumer would not in 
crease the total consumption apprec lt ably ¢ i 

Mr. Cuaruam. Yes, sir. Nobody can say how much, but I do not 
think it would be an appreciable increase. The increase would come 
out of people who would smoke more cigarettes per day. I do not think 
that would be very great. I do not think it would come out of new 
smokers, because new smokers are coming along normally anyway. 

Mr. Martin. The further increase in the consumption of cigar 
ettes and tobacco then would come alone without changing this tax 
structure ¢ 

Mr. Cuaruam. It has consistently during this whole half century. 

Mr. Martin. Will it come along as much on a high-level flat tax 
as it would on a graduated tax ¢ 

Mr. Cuaruam. I think yes. I will say this, if the standard brands 
maintain their present price, and did not meet the oraduated product— 
but I am certain as I told Mr. Eberharter, the standard brands would 
certainly meet. it—on that basis you a not get any greater con- 
sumption, except the fellow w ho W ill sav, “I will smoke more cigarettes 
today because they are cheaper. 

Mr. Martin. I have been somewhat intrigued by your analysis of 
the potential market for cigarettes and tobacco. I cannot quite fol- 
low some of the bases of your analysis. ‘To me it seems that a redue- 
tion of the price of some types of cigarettes might expand your market 
quite surpr isingly. 

Mr. Cuatruam. That would have to be an assumption, Mr. Martin. 

Mr. Martin. I think a lot of the things that have been told in 
this proceeding have been based on assumptions and some assumptions 
I cannot quite follow. 

Mr. Cuarnam. Yes. I would hesitate to say in percentages, but 
I think it is quite different in tobacco where a man or woman has the 
habit, and smokes so many cigarettes, than if you lower <0 price of 
beef, which everyone we know would like to have more of, or, as In the 
case of an electric washer or radio, where the consumption aad itely 
jumps because the market is there. But I must say it is my observa 
tion that most of the people in this country today use tobocco and 
I do not think you are going to get a great many new smokers except 
through increasing popul: ition. In fact, older people who have never 
used tobacco are passing out of the picture, and new ones are coming 
in who do use tobacco to take their place. 

Mr. Martin. With respect to the assumption that a tax policy will 
or will not affect your market, I hesitate to make the assumption either 
way. 

Mr. Cuatuam. I speak only from the experience I have had in tex- 
tiles. That is the only way you can make an assumption, and I think 
all businesses are somewhat similar as to markets. 
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Mr. Marrin. I cannot go along with the assumption that a reduction 
in the price of cigarettes will not have an appreciable effect on your 
total consumption. It is hard for me to take that. 

Mr. Cuarnam. You would have to create new smokers. 

Mr. Martin. I think perhaps that may be done. I do not like to 
make any jump conclusions here. Some 37 years ago, I had quite a 
tussle in the automobile tire industry—I was a sales analyst in that 
field—and I was battling cons stantly the thought that we had then 
reached the saturation _ it on the consumption of automobile tires. 

Mr. Cnaruam. Yes, si 

Mr. Martin. That was in 1916. And I have a horror of the jump 
conclusions that we have reached any saturation point. Actually I 
had the impression that the price structure might have an effect on 
your consumption. 

Mr. Cuarnam. I think it does, sir. I think that if the uniform 

rice came down, the consumption will increase faster. 

Mr. Marvin. Maybe a price adjustment on the cheaper brand may 
find you a broader base market. It is just a thought. I am not 
advocating anything. I just do not want to have too many conclusions 
7 out here : as to what the effect will be on your tot: al ‘market. 

Mr. Cuaruam. 1 am only giving my own personal beliefs and as- 

sumptions based on my experience and my knowledge of this industry, 

and I would say a flat reduction in tobacco taxes would increase con- 
sumption more than that graduated thing, because as I have tried to 
say, the standard brands would meet the situation and you would 
have the whole industry on a lower level. 

Mr. Marri. Is not the greatest potential expansion of your indus- 
try mi — in the field of the cheaper brands? 

Mr. Cuaruam. I do not think so, because I continually want to 
emphasize the fact that as you go into cheaper brands, you go into 
lower quality. Business is not so set up so that everybody will take 
advantage of the difference in price. You will start a completely 
new battle. 

Mr. Marrrn. Do you actually anticipate as big an expansion in the 
higher price brands as you do in the cheaper price ? 

Mr. Cuarnuam. I expect a great reduction in the higher price 
cigarettes. 

Mr. Martin. That is not what I asked you. TI asked you, looking 
ahead, do you expect as great a potential expansion in the higher 
price cigarettes as the lower. I am talking about the overall quantity 
market. 

Mr. Cuatruam. I would say if you would take the graph for the 
last 5 years and follow that graph, providing economic conditions 
stay basically the same, that that line of expansion will go up rather 
uniformly. 

Mr. Martin. In all prices? 

Mr. Cuatruam. In all prices. 

Mr. Martin. And as to quantity? 

Mr. Cuarnam. As to quantity; yes, sir. 

Mr. Martin. Not relative quantity within that price group, but in 
the total quantity of consumption ? 

Mr. Cuaruam. I think it will be a regular line. Economie condi- 
tions may change that completely. 
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Mr. Marttn. I do not know the tobacco industry and I am glad to 

get that version this morning. 

Mr. Cuatnam. Yes, sir. 

The Cuarrman. Any other questions? If not, we certainly thank 
yu, sir, for your very fine presentation. 

Mr. Cuatuam. Thank you, sir, and the members of the committee. 
Mr. Cootry. Mr. Chairman, of course I did not anticipate that we 
would consume so much time. 

We have consumed an hour and 15 minutes of the committee’s time. 
We have numerous witnesses who have traveled at great personal 
expense to testify and I hope my colleagues who I will present now 
will be very, very brief, because Members of Congress will be here in 
the days to come, and we are anxious to expedite the hearings so that 
the witnesses may be presented and be on their way. 

I would like the committee to recognize Mr. Watkins Abbitt, of 
Virginia, for a very brief statement. He is a member of Congress 
from Virginia. 

The CHarrman. Mr. Abbitt, of course we know you well, but for 
the record will you please give your name? 


t< 


STATEMENT OF HON. WATKINS M. ABBITT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF VIRGINIA 


Mr. Apsrrr. My name is W. M. Abbitt, Member of Congress from 
Virginia. I am not going to take more than a moment of this com- 
mittee’s time. Iam very much opposed to H. R. 1417 by Mr. Simpson, 
of Pennsylvania, which changes the tax structure on cigarettes. I 
think it would disrupt the economy of the tobacco producers and be 
discrimination against good tobacco and legislation in favor of low- 
grade tobacco. I hope the committee will see fit to report this bill 
unfavorably. 

The only thing I want to do is to present to this committee the 
people of my section of Virginia, and I will ask if they will not stand 
so they may be recognized. Among them is Mr. H. G. Blalock, presi- 
dent, Vi irginia Farm Bureau Feder: ation; M. A. Hubbard, secretary, 
Vi irginia Farm Bureau Feder ation; Neil L. Prapt; Herbert Gordon; 
Hunter B. Cleaton; C. R. Dunn. 

The CHarrman. Will the constituents of Congressman Abbitt 
please stand ¢ 

Mr. Azsirr. Then we have some who are interested in the industrial 
standpoint. 

W. Nat Terry, president, Danville Tobacco Association. 

Walter L. Grant, publisher, Danville newspapers. 

A. A. Farley, executive tobacco committee, Danville Chamber of 
Commerce. 

Charles K. Waddell, secretary, Danville Tobacco Association. 

George A. Myers, Jr., tobacconist, Danville Chamber of Commerce. 

Paul C. Edmunds, president, South Boston Tobacco Association. 

Tom Poole Nelson, president, South Boston Tobacco Board of 
Trade. 

John Cole, radio station WHLF. 

Tom Saunders, tobacconist. 

31444—53——9 
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Harwell M. Darby, publisher, South Boston newspapers. 

Clem C. Chandler, tobacconist. 

The Cuarrman. Will the industrialists whose names have just been 
read by Congressman Abbitt please stand ¢ 

Have you finished, Mr. Abbitt 4 

Mr. Apsirr. Yes, sir. 

The Cuarrman. Thank you. 

Mr. Cootry. Now, Mr. Chairman, Mr. Watts, of Kentucky, would 
like to make a statement. 


STATEMENT OF HON. JOHN C. WATTS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF KENTUCKY 


Mr. Warts. Mr. Chairman, members of the committee, I am John 
C. Watts, representing the sixth district of Kentucky. That happens 
to be the district that produces the largest amount of burley tobacco 
of any district in the United States. 

I appreciate the opportunity to come here in opposition to this legis- 
lation, and convey to you the opposition of all the people of my dis- 
trict. I think it is unanimous, not only among the farmers, but the 
businessmen, the warehousemen, all of our civic organizations, such 
as exchange clubs and chambers of commerce, who have opposed the 
enactment of the new law. I do not propose to discuss the merits of 
the bill, as we have many witnesses here who are properly qualified 
to do that. However, I have joined with Mr. Cooley in his statement. 
I have some folks here from Kentucky that I would like to stand as 
I call their names, and any names I do not have, I wish they would 
stand. 

Mr. Clay, of Mount Sterling, Ky., farmer and attorney. 

Judge Lorenzo K. Wood, Louisville, Ky., attorney, Burley Dealers 
Association. 

Albert G. Clay, Mount Sterling, Ky., president, Burley Warehouse 
Association. 

E. C. Scholzman, Russelville, Ohio, farmer, director of Burley As- 
sociation. 

Gateswood Gay, Lexington, Ky., ——. 

Headley Shouse, Lexington, Ky. ., farmer. 

J. Ed. Parker, Lexington, Ky., farm adviser of First National Bank 
& Trust Co. 

W. J. Hennessy, Augusta, Ky., farmer. 

James B. Hayes, Shelbyville, Ky., farmer. 

E. Logan Brown, Shelbyville, Ky., farmer, director of Burley Asso- 
ciation. 

Hope Weidemann, Lexington, Ky., representative of Purcell Co. 

Clayton Stanley, Hurricane, W. Va., director of Burley Association. 

I have been requested by Senator Clements, who is away from Con- 
gress on leave of absence, to submit to the committee a statement which 
he wishes they would file in the record. I planned to read the state- 
ment, but due to the fact we have eunatnd so much time, I will just 
file it. 

The Carman. Without objection, it will be made a part of the 
record. 
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(The statement is as follows:) 
STATEMENT BY SENATOR EARLE C. CLEMENTS IN OPPOSITION TO H. R. 1417 


Mr. Chairman and members of the committee, I am privileged to present to 
you a statement for your consideration in connection with the proposed grad 
uated tax on cigarettes. 

The proposals contained in the bill presently before your committee have been 
embodied in several similar bills over past years and I shall not reiterate the 
wholly convincing and well-thought-out reasons that have been enunciated 
against this proposal. Iv is rather my desire to endorse the position of those 
tobacco growers, dealers, and warehousemen of Kentucky who have expressed 
their opposition to the enactment of the proposed legislation. 

Of paramount concern to our growers is the repercussion that a graduated 
tax would have on the auction market price of tobacco. It is axiomatic to these 
farmers that one must buy lower priced raw material, in order to market economy 
cigarettes. They feel strongly, and I concur in their feeling that there is a 
sound basis for assuming that the principal manufacturers would swing away 
from the purchase of top quality leaf and its corresponding premium price to 
less costly grades. The end result of this action would be manifold: Less return 
to the growers; disruption of the very successful tobacco program, now in op- 
eration ; the possibility of discouraging exports ; and less revenue to the Treasury 

I would like to comment on the bearing that I am convinced this proposal 
would have on the export situation for burley tobacco, as I have devoted con- 
siderable thought and study to this problem since coming to the Senate. Since 
the proposed preferential tax would increase the price for the lower grades of 
tobacco at the expense of the better grades it would reduce exports. The grades 
of tohacco which would go into the preferential tax bracket cigarettes are the 
ones for which we are building a growing demand in foreign markets. 

Unfortunately, our foreign customers cannot buy as much of these tobaccos as 
they, as good businessmen would like to buy, because of the dollar-exchange 
problem, This dollar shortage arises, as you know, because of some of our 
tariff and trade restricting laws. To enact this legislation is, therefore, to 
point in the wrong direction. I question the wisdom of foisting on the Ameri- 
can public these lower grades of tobacco which tend to move into the channel 
of world trade to the mutual benefit of the American tobacco grower and our 
foreign friends and allies. 

In conclusion, I would like to say that, after careful consideration of all the 
testimony submitted in previous hearings, recent letters bearing on the subject 
and my discussions with opponents and proponents of this bill, I ean find no 
justification for the enactment of such legislation at this time. It offers no 
financial improvement to the grower, who, after all, is the one who will be the 
most vitally affected, nor any advantage to the public in encouraging the pro- 
duction of an inferior product. 

I would like you to know, Mr. Chairman, that I am personally acquainted with 
most of the representatives of the growers and industry appearing before your 
committee. I assure you I am aware of the views which they will express and I 
wholeheartedly endorse the stand that they will take in opposition to this bill. 

I would like at this time to introduce into the record a representative portion 
of many letters I have received opposing this legislation. 





BRACKEN CouNty Farm BuREAU, 
Brooksville, Ky. 
MARCH 23, 1953. 
Senator Farr, CLEMENTS, 
Senate Office Building, Washington, D. C. 

Drar Mr. CLEMENTS: The following resolution is self explanatory and was 
taken from the minutes of the March meeting of the Bracken County Farm 
Bureau: 

On motion made and carried, the following resolution was unanimously adopted 
at a meeting of the directors of the Bracken County Farm Bureau, held in 
Brooksville, Ky., on March 17, 1953: 

“Be it resolved, That the Bracken County Farm Bureau strongly oppose the 
bill introduced in Congress, which provides for a graduated tax on cigarettes. 
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We firmly believe that a graduated tax would do much harm to the tobacco 
growers of our community ; and be it further 
“Resolved, That Mr. M. J. Hennessey represent us at a public hearing of the 
Ways and Means Committee of the House of Representatives in Washington 
and express our sentiments against said bill.” 
Attest : 
T. G. Grarnae, Secretary. 


30URBON CountTY FArM BUREAU, 
Paris, Ky., March 14, 1958. 
Senator Eart CLEMENTS, 
Senate Office Building, Washington, D. C. 

Dear SENATOR: The Bourbon County Farm Bureau has a membership of 848 
farmers who receive a large share of their income from the production and mar- 
keting of burly tobacco, and in many instances, the tenant farmer receives his 
entire income from this crop. The farmer and his family, the tenant and his 
family, and the outside labor hired in the production of the crop constitute a 
very large percentage of our population in this county. 

Anything that adversely affects the price of burley tobacco, and especially 
the better grades of burley from which cigarettes are manufactured, is a very 
serious threat to the economy of our county. For this reason we are very much 
concerned about a bill that is now before the House Ways and Means Commit- 
tee which proposes a graduated tax on cigarettes, and we are very confident 
that the passage of any such law would materially reduce the income of our 
farm people, and, of course, indirectly every person in the county. It is self- 
evident, of course, that cheaper tebacco produces Jess revenue for our Federal 
Government. 

For this reason our organization has passed the enclosed resolution and 
respectively request your careful and thoughtful consideration. 

Yours truly, 
CLARK WALLS, President. 


RESOLUTION 


Whereas there is pending before the Ways and Means Committee of the United 
States House of Representatives, a bill which proposes a graduated tax on ciga- 
rettes in lien of the present uniform tax based upon quantity or volume; and 

Whereas the levy of a graduated tax on cigarettes will operate to give pref- 
erence to the so-called economy brands over the manufacturers of popular brands 
and thus restrict the full and complete working of our traditional American 
system of free, competitive enterprise; and 

Whereas less than 1 percent of the total volume of cigarette sales is represented 
by the economy brands which are manufactured from the cheaper low-priced 
tobaccos as contrasted with more than 99 percent of the total volume of cigarette 
sales represented by the standard or popular brands which are manufactured 
from the higher quality and costlier tobaccos; and 

Whereas such a levy of a graduated tax in lieu of the present uniform tax 
will be lower prices to the tobacco farmer and less revenue to the United States 
Government: Now, therefore, be it 

Resolved by the County Farm Bureau of Lencaster, Garrard County, Ky., 
That we oppose the proposed graduated tax on cigarettes as being preferential 
and discriminatory among manufacturers of the same class: as a certain depres- 
sant of the price the American tobacco farmer will receive for his product in the 
market and thereby resulting in less revenue to the United States Government. 

Submitted and adopted at Paris, Ky., this 13th day of March 1953. 


T. C. JENKINS, 
Garrard County Farm Bureau. 


A RESOLUTION 


Whereas there is pending before the House Ways and Means Committee of the 
United States House of Representatives a bill to place a graduated tax on ciga- 
rettes, which would favor the manufacturer of the economy brands instead of the 
uniform tax new levied; and 
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Whereas there are only around 1 percent of the lower-priced cigarettes now 
on the market, but a preference in tax rate would tend to increase both their use 
and subsequent demand for lower grade of burley tobacco; and 

Whereas such a tax levy would result in less income to both the burley 
growers and te the United States Government in reduced income from this 
source in taxes: Now, therefore, be it 

Resolved by the Madison County Farm Bureau at Richmond, Ky., That we 
oppose the graduated tax on cigarettes as being discriminatory among manu- 
facturers, and certain to depress the average paid for burley tobacco, and thus 
indirectly lower revenue to the United States Government. 

Submitted and adopted at Richmond, Ky., this the 18th day of March 1953 

J. W. DEATHERAGE, 
President, Madison County Farm Bureau, 





RESOLUTION OF THE ANDERSON COUNTY FARM BUREAU, LAWRENCEBURG, KY. 


Whereas there is pending before the Ways and Means Committee of the United 
States House of Representatives, a bill which proposes a graduated tax on ciga 
rettes in lieu of the present uniform tax based upon quantity or volume; and 

Whereas the levy of a graduated tax on cigarettes will operate to give prefer- 
ence to the so-called economy brands over the manufacturers of popular brands 
and thus restrict the full and complete working of our traditional American 
system of free, competitive enterprise ; and 

Whereas less than 1 percent of the total volume of cigarette sales is represented 
by the economy brands which are manufactured from the cheaper, low-priced 
tobaccos as contrasted with more than 99 percent of the total volume of cigarette 
sales represented by the standard or popular brands which are manufactured 
from the higher quality and costlier tobaccos ; and 

Whereas such a levy of a graduated tax in lieu of the present uniform tax will 
be lower prices to the tobacco farmer and less revenue to the United States 
Government: Now, therefore, be it 

Resolved by the Anderson County Farm Bureau of Lawrenceburg, Anderson 
County, Ky., That we oppose the proposed graduated tax on cigarettes as being 
preferential and discriminatory among manufacturers of the same class; 
as a certain depressant of the price the American tobacco farmer will receive for 
his product in the market and thereby resulting in less revenue to the United 
States Government. 

Submitted and adopted at Lawrenceburg, Ky., this 18th day of March 1953 

Ex_mo Bruner, President 





RESOLUTION 


Whereas there is pending before the Ways and Means Committee of the United 
States House of Representatives, a bill which proposes a graduated tax on 
cigarettes in lieu of the present uniform tax based upon quantity or volume; and 

Whereas the levy of a graduated tax on cigarettes will operate to give prefer- 
ence to the so-called economy brands over the manufacturers of popular brands 
and thus restrict the full and complete working of our traditional American 
system of free, competitive enterprise: and 

Whereas a graduated tax would penalize quality production on the part of 
both the farmer and the manufacturer; and 

Whereas such a levy of a graduated tax in lieu of the present uniform tax will 
be lower prices to the tobacco farmer and less revenue to the United States 
Government: Now, therefore be it 

Resolved by the Scott County Farm Bureau of Georgetown, Scott County, Ky., 
That we oppose the proposed graduated tax on cigarettes as being preferential 
and discriminatory among manufacturers of the same class: as a certain de- 
pressant of the price the American tobacco farmer will receive for his product 
in the market and thereby resulting in less revenue to the United States Govern- 
ment. 

Submitted and adopted at Georgetown, Ky., this 18th day of March 1953. 

CLARENCE SOUTH WORTH, 
President. 
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FLEMING CouNTY FARM BUREAU, INC., 
Fleminosburg, Ky., March 16, 1953. 
Dear Mr. CLEMENTS: The Fleming County Farm Bureau at its regular monthly 
meeting March 9, 1953, passed the following resolution: Be it 
Resolved, That because of its effect on agriculture, we send personal letters to 
our Congressman favoring bills 8. 925 and H. R. 3205 
Hoping for your help in our behalf on this matter 
Sincerely yours, 
Guy McRoserts, 
President. 
IvAN P. AREALD, 
Chairman, Legislative Committee. 


Mr. Warts. I do hope when the committee hears all the evidence 
in the case that they will conclude that the legislation should not 
be enacted. 

1 thank you. 

The CuHamman. Thank you. 

Mr. Cootry. I would like to present my colleague, Mr. Shuford, of 
North Carolina, for a brief moment. 

Mr. Coorer. Mr. Chairman, let me be allowed to say that Mr. Shu- 
ford is not only a great Member of Congress, but he was a great 
soldier. He and I served together in the Army during World War I. 


STATEMENT OF HON. GEORGE A. SHUFORD, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NORTH CAROLINA 


Mr. Suurorp. Mr. Chairman, I assure you Mr. Cooper was a great 
soldier, too. He was over me, and I can testify as to his good conduct 
at that time. 

Mr. Chairman, I am George A. Shuford from the 12th Congres- 
sional District of North Carolina. I have heretofore concurred in 
the statement made by my colleague, Mr. Cooley. Therefore, I have 
no other statement to make except that I have some constituents here 
from the western part of North Carolina who are all tobacco farmers. 
I would like to have them stand so that you gentlemen can see the 
farmers from that district who are in opposition to this bill. Some 
of them, however, are from the 11th district, represented by Mr. Jones, 
but they are so close that I may get the names mixed up and I hope 
Mr. Jones will pardon me if I call some of his constituents. 

The Carman. Thank you for your presentation. 

(Mr. Shuford later submitted the following statement :) 

CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 
Washington, D. C., April 6, 1958. 
Hon. DANIEL REeEp, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 

DeAR Str: Pursuant to leave granted, I herewith file with your committee 
my additional statement in opposition to H. R. 1417. 

I am concerned about the proposal in H. R. 1417 for a differential tax on 
cigarettes. In the mountainous area of western North Carolina we grow burley 
tobacco. Around 20,000 farm families currently are producing about 12,000 
acres and 20 million pounds for which they receive around $10 million. Most 
of these farmers have only a small cultivated acreage. Therefore, the money 
from tobacco is important even though it averages only about $500 per family. 
To many of these families it represents their biggest source of cash income. 

The main item going into the production of tobacco is the labor of the people 
who grow it. Therefore, a fair price means a fair wage to these people for their 
labor. A low price means hardship. 
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The best market for burley tobacco is provided by its purchase for use in 
the so-called standard brand cigarettes. Over the years these cigarettes have 
found great popular favor and there has been a rapid increase in demand for 
them. This increase is continuing. The cost of leaf tobacco going into these 
cigarettes is about double the cost of leaf tobacco going into the so-called 
economy brand cigarettes for which the bill proposes a preferential tax. 

I believe the preferential tax as proposed would be harmful to tobacco growers. 
The lower prices at which these cigarettes could be sold simply because of the 
lower preferential tax would result in some increase in their consumption. 
Probably most of this increase would be at the expense of standard brand 
cigarettes. The preferential tax as proposed does not afford a basis which will 
let manufacturers of economy brand cigarettes pay as much for leaf tobacco 
as is paid by standard brand manufacturers currently. Therefore, to the extent 
that economy brand cigarettes gain in sales at the expense of standard brand 
cigarettes, a depressing effect on farm prices for tobacco can be expected. The 
money available to pay for leaf tobacco from the economy brand cigarettes is 
less than from the standard brands under current price levels and conditions. 

To the extent that reduction of taxes on cigarettes is in order—and I cer- 
tainly think the present high taxes on cigarettes ought to be reduced—the 
reduction should be made uniformly. To the extent that manufacturers can 
make cigarettes which the public will buy out of cheap tobacco that may be 
available to them I have no question, but to establish a preferential tax which, 
in effect, represents a subsidy, seems to me to be utterly unsound. 

Speaking for the tobacco farmers, who are the little-business men in the 
tobacco field, I am strongly Opposed to the proposed preferential tax on economy 
brand cigarettes because it appears likely to be harmful to farmers. 

Respectfully submitted. 


(Signed) Geo. A. Shuford. 
(Typed) Gerorce A. SHurorp, M. C. 
Mr. Cootry. Mr. Chairman, I would like to present Mr. McMillan 


of South Carolina, who desires to make a very brief statement. 


STATEMENT OF HON. JOHN L. McMILLAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF SOUTH CAROLINA 


Mr. McMinzan. Iam John L. McMillan, Member of Congress from 
South Carolina. Mr. Chairman, members of the Ways and Means 
Committee, I just want to present a statement and would like to state 
that we grow approximately 175 million pounds of cigarette tobacco 
in my district in South Carolina, and we feel we have the best cigar- 
ette tobacco in the world. In fact, I think any tobacco company repre- 
sentatives who are here today will substantiate that fact. 

I have about a dozen of the leading tobacco farmers, warehousemen, 
and Farm Bureau representatives here today, and I would like for 
them to stand up. Members from South Carolina, will you stand up. 

Thank you very much, sir. 

The CHatrman. Thank you for your presentation. Your state- 
ment will be made a part of the record. 

(The statement is as follows :) 


STATEMENT OF Hon. Jonn L. MCMILLAN, SixtH District, Sourm CArRoLina 


Dear Mr. Chairman and members of the House Ways and Means Committee, I 
want to thank you for giving me an opportunity to express my opinion on the 
bills now pending before your committee having for their purpose amendment 
of section 2000 of the Internal Revenue Code with respect to the tax on ciga- 
rettes. Mr. Chairman, the farmers in my district grow and market approxi- 
mately 175 million pounds of tobacco each year. Practically every pound of this 
tobacco is manufactured into the finest cigarettes in the world. I am heartily 
in favor of reducing the tax on all cigarettes as I feel that cigarettes and other 
types of tobacco are carrying much more than their share of the tax load here 
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in this country. The Federal Government and the States governments are receiv- 
ing more benefits in the form of taxes than the farmer is actually receiving for 
his tobacco. 

I believe that when conditions in this country become normal it will be ab- 
solutely necessary for your committee to reduce taxes on all types of cigarettes. 
I am very much opposed to designating one type of cigarette, and reducing taxes 
on any particular brand, without giving all other types of cigarettes equal 
advantage. I hope and pray your committee will take the statements made by 
a number of the tobacco growers and the Congressmen from the tobacco-growing 
States into consideration before you vote on this bill. I believe the majority of 
the farmers, and I understand the Treasury Department, oppose this type of 
legislation. The farmers, the tobacco warehousemen, and the farm organiza- 
tions in my district are opposed to this proposed legislation and I personally 
cannot see how we could properly explain to the people of this country why we 
should select some particular brand of cigarette and reduce the tax on same 
without reducing taxes on all types of cigarettes, cigars, and chewing tobacco. 
I sincerely trust that your committee, as soon as you have disposed of more 
important problems confronting you, will review the tax now imposed on cigar- 
ettes and make an effort to reduce the Federal tax on all types of cigarettes in 
order to assist the farmer whose income is far below the income of industry and 
other segments of business in the United States. Again, let me thank you for the 
opportunity of appearing before your committee. 

List of leading farmers and warehousemen from my district interested in this 
proposed bill attending the hearing today: Marion Fowler, A. H. Askins, Dave 
Bowen, Norman Epps, and Wesley Singletary, of Lake City, S. C.; Frank Wil- 
liamson, farmer and vice president, South Carolina Farm Bureau, Darlington, 
S. C.; Houston Manning, farmer, Latta, S. C.; B. E. Cook, Timmonsville, 8. C.; 
B. G. Graham, master of South Carolina State Grange, Olanta, S. C.; Richard 
Moore, Whittier Goodman, Olanta, 8. C.; and Mr. Goodman, Lynchburg, 8. C. 


(The following statements were submitted for the record :) 


STATEMENT BY FRANK WILLIAMSON, VICE PRESIDENT, SOUTH CAROLINA FARM 
BUREAU 


As a farmer living on my farm, having no other business interests and repre- 
senting tobacco growers of the South Carolina Farm Bureau, I submit the 
following for your consideration : 

1. There has been presented strong evidence that this proposed tax charge will 
reduce us farmers from the position of a group producing a high-quality product 
to one producing a low-quality product—from skilled workers to unskilled 
workers 

2. The sustaining factor of our tobacco-growing business is quality. We can 
and do produce a superior quality. Proof of this is that our better grades are 
in demand throughout the world. Our poorer grades can be matched almost 
anywhere. We do not want to impair this advantage that we have in the world 
markets. 


STATEMENT OF Houston MANNING, FARMER, LaTTa, S. C. 


Mr. Chairman and members of the House Ways and Means Committee, I am 
farmer and have been all my life and had no other business. I have been here 
3 days and it seems a very unusual situation that the 3 most interested members 
of your committee are from Louisiana, Pennsylvania, and Illinois, so far from 
the scene of the tobacco production and manufacture. If the 3 States of Loui- 
siana, Pennsylvania, and Illinois produce any tobacco at all, it would not add 
together to as much as one-half the amount produced in 1 county in South Carolina, 
namely, Horry, or to as much as one-half the amount produced in North Carolina 
in 1 county, namely, Pitt. Now, if this legislation were necessary and beneficial 
to the tobacco industry as a whole, I feel quite sure that the gentlemen on the 
farmers’ side here, especially Mr. Chatham, Mr. Lanier, who know tobacco as 
well as any man in America, Mr. Clay, Mr. Royster, and Mr. Hicks, all of whom 
are fair and able men, would be very helpful in passing the proposed legislation. 
Please let me say to the gentleman from Illinois, who seems interested in fair 
play, and I honor him very greatly for his attitude in this matter. but it seems 
that he overlooks the prime fact in the case—that the tobacco that goes into 


on 


cheap cigarettes cost only 25 cents per pound, whereas the better grades cost 
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from 40 to 70 cents per pound and the bulk is far more in a pound of low 
grade than in a high grade, so it seems that the cheaper brands have a distinet 
advantage with the tax uniform as it is, without the Government getting into 
the case with 50 millions of badly needed revenue 

If the proposed legislation is passed, it will prove a great handicap in getting 
quality tobacco produced and soon will lead the growers and other segments of 
the tobacco industry into very bad circumstances. Gentlemen, the whole tobacco 
industry now is being run on a fair and profitable basis for all concerned. Every- 
body connected with it, that is, the growers, the bankers who lend the money, 
the fertilizer dealers, the warehousemen, the transporters, manufacturers, 
exporters, Wholesalers, and retailers, all make money If that is not the proper 
American enterprising way of life, I have a great misunderstanding of the 
American way. Now, those who make the least out of the tobacco industry for 
the amount of effort involved are the growers, and those who make the most 
profit are the manufacturers. There is but one class to put the tobacco tycoons, 
such as the Dukes and Reynolds and other manufacturers, in, and that is with 
the oilmen like Rockefellers, Doheneys, and Sinclairs; the automobile manufac 
turers like Ford, Chrysler, and Du Pont; and other great money barons of the 
insurance companies, the steel manufacturers, the mine operators, and the great 
bankers of this country; so if we have great love and human sympathy in our 
hearts, let’s shed it on the 500,000 tobacco growers, their equal number of wives, 
and 1 million to 1% million children, making a total of 244 million people, instead 
of shedding crocodile tears over men who are worth millions and hundreds of 
millions of dollars. 

If you will allow me, I will say that I am no sore Trumanite. While for all 
generations past the Democratic Party has honored my immediate family greatly: 
My mother’s brother was Governor of South Carolina, another brother a Con- 
gressman, and my wife’s uncle was a United States Senator, and my father, 
father-in-law, and brother were State senators from my county. Now, I mention 
these things only to prove my great indebtedness to the Democratic Party, yet 
I put up nearly $750 for Eisenhower's election, and, had it been necessary for 
me, would have given every acre of land I have, 1,500 acres, to see him elected ; 
so I feel that I went as far as I could to help a bit in ridding our country of the 
Socialists and Communists and keeping the American way of life. The last and 
foremost thought I would leave with your honorable group is this: There is no 
wealth in America except that produced from the earth through the farmers, 
oil wells, mines, and fisheries. Now, of all this wealth, farmers produce most 
of it. Others alter, manufacture, and manipulate this great wealth; and if 
it were not for us, they would not have these things to manipulate. If we let 
the producers of corn, cotton, wheat, tobacco, cattle, hogs, poultry, and dairying 
interests down, who in the name of Heaven is going to purchase the output of 
our factories, and how can we hope to collect all the necessary taxes if any 
segment of our economy becomes so weak as to break the chain of prosperity? 
One broken link in the chain, and the Republicans will have “muffed the ball,” 
and the game will have been lost; and I fear that free government and free men 
and women will perish from this earth. Your committee is the most responsible 
in the American Congress, and I trust you will not let us down. 


Mr. Cootry. Mr. Chairman, if I may be permitted to do so in the 
interest of time, and I hope with propriety, to ask if these people, all 
of whom are opposed to this legislation, will please stand. 

Now, I would like to present my colleague from Virginia, Mr. 
Wampler, for a brief statement. 


STATEMENT OF HON. WILLIAM C. WAMPLER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF VIRGINIA 


Mr. Wampter. Mr. Chairman and members of the Ways and 
Means Committee, my name is William C. Wampler. I am a member 
of the House of Representatives, representing the Ninth Congressional 
District of Virginia. 

I appreciate the opportunity of making this statement in opposi- 
tion to the proposed graduated tax on cigarette tobaccos. 
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Tobacco is one of the largest cash creps in my congressional district. 
Over 20 million pounds of burley tobacco is grown in that area 
of Virginia. It has been estimated that there are 20,000 growers in 
this district. 

It is my considered opinion that the enactment of this proposal 
would have a detrimental effect upon these burley tobacco growers 
of my district. 

I always have believed that monopoly in business is bad. Never- 
theless, I fail to see how the reasoning of the proponents of this meas- 
ure would result in any great be nefits, 

I feel sure it has been pointed out to the committee that this pro- 
posal would, in all probability, create more competition among buyers 
for the lower grades of tobacco. 4It is well to remember, at the same 
time, that the inevitable result would be disastrous for the top grades 
of leaf. 

I further believe that such a proposal would cause the Government 
to experience a substantial loss in revenue collected for cigarette taxes. 

For the above-mentioned reasons, I oppose this proposal and hope 
that the committee will not take favorable action thereon. 

That completes my prepared statement, Mr. Chairman, but I would 
like to make a brief observation. While campaigning for Congress 
last year, I traveled over 35,000 miles in my congressional district. I 
had an opportunity to talk to many of the so- -called dirt farmers, the 
growers of this burley tobacco, and I am satisfied from that experi- 
ence that it is the overwhelming feeling of the burley tobacco growers 
of my district that H. R. 1417 would work to their serious detriment. 

Let me say that I am a strong believer in free enterprise. I feel that 
I believe in this theory of government as strongly as any Member of 
Congress. However, as long as the majority of the tobacco growers of 
my district indicate to me that the present tobacco program is work- 
ing, and I believe it is, lam going to support it. I think it is in keeping 
with the sound philosophy of government. 

There are several distinguished gentlemen from my congressional 
district who are here today in the interest of opposition to this bill. 
At this time I would like to introduce them and have them rise, with 
your permission. 

Thank you, gentlemen. They are all tobacco growers from the 
Ninth Congressional District of Virginia. There is one other gen- 
tleman who will testify, Mr. Claude P. Bordwine, Secretary-Treasurer 
of the Virginia Burley Tobacco Growers Association. 

Thank you, Mr. Chairman. 

Mr. Cootry. Mr. Chairman, I would like to present Mr. Carl T. 
Durham of North Carolina. 


STATEMENT OF HON. CARL T. DURHAM, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NORTH CAROLINA 


Mr. Dvuruam. This is Congressman Carl T. Durham, Sixth Con- 
gressional District. 

I started out as a farmer and was raised on a tobacco farm, and I 
have had some 25 years of experience as a tobacco farmer. I also 
represent a district which manufactures the most cigarettes of any 
district in the United States, that is, Lucky Strikes, Chesterfields, and 
also Camels. I have never yet had a cigarette manufacturer of 
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these standard brands approach me on this matter since I have been 
a Member of Congress for the past 14 years. That is the reason why 
I am speaking in the interest of the farmer. He is a man that is 
going to suffer, as has been rehashed before this committee. I seem 
to remember some 3 or 4 or 5 times. So it is no new problem to us. 
All I can say is that the man that will really suffer in the end is the 
dirt farmer. 

I sold tobacco at 5 cents a pound and lived off it. It was hard 
times, gentlemen. We have had a very successful program in North 
Carolina for the farmer. This has not been easy. The program today 
is paying off. It is paying off income in the State of North Carolina 
for the farmer and everybody involved, and it has not cost the tax- 
payers 1 cent. So we do not want to see that destroyed. That is 
why we are here asking you people to give us full consideration when 
this matter comes before you. 

Thank you very much. 

Mr. Jenkins. Did I understand you to say that you represent the 
district that manufactures the most cigarettes of any district ? 

Mr. Durnam. We have the headquarters of Lucky Strikes, and 
Chesterfields, and I also have Camels manufactured in my district, 
the three major brands of cigarettes. 

Mr. Jenkins. You represent a great group of producers and a great 
group of manufacturers / 

Mr. Durnam. And farmers, Mr. Chairman. I am here speaking 
for the farmers. I said that the cigarette manufacturers of the major 
brands, as long as I have been a Member of Congress, have never 
approached me on this problem yet, not a single man. 

Mr. Jenxins. All right, Mr. Cooley. 

Mr. Cootny. Mr. Deane, of North Carolina. 


STATEMENT OF HON. CHARLES B. DEANE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NORTH CAROLINA 


Mr. Deane. Mr. Chairman and members of this distinguished 
committee, I have listened to this subject during several sessions of 
Congress, but I have never heard more outstanding statements oppos- 
ing this legis lation than that which was given during the testimony 
of Mr. Chatham. It is unfortunate that perhaps it would appear 
that the opposition is coming mainly from North Carolina, but there 
seems to be the center of production. I am sure that the legislation 
affects the entire Nation, and I sincerely feel that your distinguished 
committee will come to a decision that is right. I am very grateful 
for this opportunity to record my position as being opposed to the 
legislation. 

Mr. Cootrey. Mr. Woodrow W. Jones, Congressman from North 
Carolina. 


STATEMENT OF HON. WOODROW W. JONES, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NURTH CAROLINA 


Mr. Jones. My name is Woodrow W. Jones of the 11th Congres- 
sional District of North Carolina. I join wholeheartedly with my 
other colleagues here this morning in opposition to this legislation. 
In view of the fact that my good friend and colleague, Congressman 
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Shuford, of the 12th District of North Carolina, has already recog- 
nized my constituents, I will not trouble the committee with doing so 
again. _ we in the 11th District are very much interested in this 
matter, and are definite opposed to this legislation. 

Phank vou, Ir. 

Mr. Coo.ry. "Cc ongressman Bonner of North Carolina. 


STATEMENT OF HON. HERBERT C. BONNER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NORTH CAROLINA 


Mr. Bonner. Mr. Chairman, I appreciate the opportunity to appear 
before your great committee in opposition to the proposal you now 
have under consideration. So great is the interest in this matter that 
there has come to Washington a sizable number of tobacco farmers 
from North Carolina and I would like to insert in the record the 
names of these farmers, and ask them to stand at this time. 

The Cuatrman. Without objection, your statement may go in the 
record, and it is a fine delegation. 

(The information is as follows:) 

Mr. and Mrs. J. Con Lanier, and Jimmy Lanier, of Greenville, N. C. 

Archie Flanagan, Farmville, N. C. 

Robert Rouse, Sr., Farmville, N. C. 

Lawrence Moye, Farmville, N. C 

Fred Moore, Farmville, N. C. 

Bob Rouse, Farmville, N. C. 

Guy Smith, Greenville, N. C. 

Bill Whedbee, Greenville, N. C. 

Paul Davenport, Pactolus, N. C 

Coy Forbes, Pactolus, N. C. 

Thurman Williams, Guilford, N. C. 


Mr. Cootry. Mr. L. H. Fountain, of North Carolina. 


STATEMENT OF HON. L. H. FOUNTAIN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NORTH CAROLINA 


Mr. Founrarn. Mr. Chairman and members of the committee, I, 
too, join with my colleagues in the statement which Congressman 
Cooley prepared and submitted to this committee. I concur in the 
statement made therein. Since the other members of the North 
Carolina delegation have recognized those coming from their re- 
spective districts, I certainly do not want those from my congressional 
district overlooked, because we do have some very outstanding men 
from the Second Congressional District, which adjoins the district of 
Congressman Coviey. I do not know all of those who are here, but I 
will call the names of those I have seen and ask the others to stand. 

Thank you very muc h, Mr. Chairman. 

Mr. Cootey. Mr. Chairman, I am anxious to move on, so we can 
present the witnesses who have come from great distances. I think 
that concludes the personal appearances of the Members of the House. 

I wouid like to say, before presenting the next witness, that all 
of the farm organizations in North Carolina have been very active 
in opposition to this proposition. The Farm Bureau has taken a very 


definite stand in opposition to the measure, and so has the State grange, 


and I think the Nationa! Grange 
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At this time I would like to present a group of three witnesses to be 
headed by Mr. J. Con Lanier, of Greenville, N. C., and Mr. Carl T. 
Hicks, of Walstonburg, N. C., and Mr. William C. Clay, Mount 
Sterling, Ky. 

I would like for those gentlemen to come around at this time. Each 
one will identify himself. After that, Mr. Lanier will call the wit- 
nesses who have requested that they be permitted to make statements. 

Mr. Lanier, I present you now to the committee. 

The CHarrman. The chairman is very anxious that nobody be 
foreclosed from making a full statement, and I do not want anybody 
foreclosed from asking questions. So far as it is possible, however, 
to conserve time, since we have a large list of witnesses, and for the 
benefit of other business that we have to transact today, I would ap- 
preciate your curtailing your remarks as much as possible without in 
any way preventing you from covering your case. 

Mr, Jenkins. Mr. Chairman, in this connection I think these 3 
witnesses and many more who have much interest in this matter have 
sort of paired themselves off into teams, and would like to come on 
like this, 3 at a time. So, after they make their statements and 
while they are making statements, they can be interrogated together 
and can answer questions, and that will save time. 

These three men are very prominent in the tobacco-growing in- 
dustry and are very much interested, and it is their idea that they can 
save time that way. 

Mr. Cooper. Mr. Chairman. 

The CHarrmMan. Mr. Cooper. 

Mr. Coorer. Mr. Chairman, I would like to ask the indulgence of 
the committee for just a brief moment. I have just received a letter 
from our very dear friend and former distinguished colleague, Hon. 
Robert L. Doughton, of North Carolina, who served as a Member of 
Congress for 42 years, and served as chairman of this committee 
longer than any other man in the history of the country. This letter 
is dated Laurel Springs, N. C., March 25, 1953, and is addressed to me. 
I request that this letter be made a part of the printed record. 

The CuarrMan. Without objection the letter will appear in the 
record at this point. 

(The letter is as follows :) 

LAUREL Sprinas, N. C., March 25, 1953. 


Hon. JERE Cooper, 
Committee on Ways and Means, Washington, D. C. 

DrAR JERE: I see in the papers that the committee is holding hearings this 
week on the Boggs bill providing for a lower tax rate on the economy brand of 
cigarettes than on the standard brand. 

I have been requested to go to Washington and appear before the committee 
in opposition to this measure, but as my position is so well known regarding the 
proposal, I do not feel it necessary to make a trip to Washington to appear before 
the committee. Knowing of your splendid cooperation in defeating similar pre- 
vious bills, I am hoping that the committee will again under your leadership 
defeat the pending bill. 

Our tobacco farmers are limited in the acreage that they can plant to tobacco 
and if a bill providing a differential should be enacted into law, the tobacco 
farmers are all convinced that it will mean a lower price for tobacco. 

As I understand, delegations from North Carolina, Virginia, Tennessee, Georgia, 
Kentucky, and perhaps other States will appear before the committee in opposi- 
tion to the bill and I sincerely hope it will be defeated by the committee. Trust- 
ing you are enjoying the best of health and also your heavy responsible duties I 
am of my best wishes always. 

Very sincerely yours, 
R. L. DouGHTon, 
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The Cuatrman. We are ready to hear you, Mr. Lanier. I think it 
would be perhaps a more orderly approac th if each one as they testify 
here can be questioned, rather ‘than swite hing back and forth, and 
have the record cluttered up eac h time with the name of the spei aker. 


STATEMENT OF J. CON LANIER, TOBACCO FARMER, 
PITT COUNTY, N. C. 


Mr. Lanter. Mr. Chairman and members of this committee, my 
name is J.C. Lanier, and my home is in Pitt County in North Carolina. 
My county is the largest producer of tobacco in the world and my 
State produces more tobacco than any State in this country. Any 
legislation that will adversely affect the production or the price of 
our tobacco will seriously affect the livelihood not only of our way of 
life, but our very economic security. 

For more than 25 years I have been growing flue-cured tobacco. 
That is my principal business. I am a member of the North Carolina 
arm Bureau, a member of the State grange, and I am a member of 
the Tobacco Committee of the North Carolina State Grange. I have 
served as tobacco expert in the Department of Agriculture when we 
worked for years to produce a sound program for tobacco, and through 
all the years since 1933, I have had a close association with the tobacco 
programs. I think that I have a right to speak on this subject. 

I am here today with representatives of all the farm groups in our 
area, and other segments of the tobacco industry to register our oppo- 
sition to the Simpson bill which is now before vou. 

This bill proposes to levy a preferential tax for low-price cigarettes. 
Simply, as you know, it provides that the economy-brand cigarettes 
will carry a tax of 5.8 cents a package as against 8 cents a pack on 
standard-brand cigarettes. It is nota graduated tax. It isnot anad 
valorem tax. It is clearly a preferential tax, and it only makes 2 flat 
taxes instead of 1. If it were a graduated tax, there would be no 
sound reason why there should be only two classifications. If this 
bill —— to provide a graduated tax, the logical extension of it 
would be a sales tax. Under the provisions of this bill, a pack of 
cigarettes manufactured to sell, we will say, for 5 cents a pack, would 
carry the same tax as a pack that sells for 13 cents a pack. Likewise, 
if some manufacturer would want to put out a cigarette to sell for 
14 cents, that cigarette would carry a tax of 2.8 cents more than the 
pack that sold for 13 cents, or a difference of 1 cent in the se lling price 
of the cigarettes. 

It is our sincere belief, gentlemen, that the provisions of this bill 
will seriously affect the economic prosperity of more than half a 
million farm families. We know that you gentlemen have to look at 
the general picture, and if the general public interest were on one side, 
and we on the other, you in duty bound would have to go forward with 
the public will and the public welfare. But this bill is not going to 
help anyone, and why jeopardize the degree of prosperity that we have 
been able to attain over all these years for the sake of helping the three 
manufacturers of cigarettes. 

We believe that this bill will create confusion and chaos in the sale 
and distribution of cigarettes, that it will reduce Federal revenue, and 
that it will reduce the price average the farmers receive for their 
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tobacco. Cheap cigarettes mean cheap tobacco prices, make no mis- 
take about that. 

In return for the adverse aspects of this bill, there are no compensa- 
tory advantages, either to the grower, the manufacturers, the Federal 
Treasury, or the consumer. Let me say that I and neither of these 
people who are associated with me are here representing any group of 
manufacturers as against any other group. We like all of the manu- 
facturers who buy our tobacco, and we hope them every success in 
their endeavors in this free enterprise country. But we are not will- 
ing to have our future jeopardized in order to apparently favor a 
very small segment of the industry. It is immaterial whether or not 
this bill discriminates for or against any manufacturers. We oppose 
it, those of us from the farm areas, those of us who grow tobacco, those 
of us who make our living for our families out of tobacco, we oppose 
it because it will adversely affect us with no compensatory advantages 
to anyone in the country or any segment of the tobacco industry. 

We feel that we cannot stand by, gentlemen. During the years we 
have not stood by and let our future be jeopardized for this purpose. 
Through many hard and lean years, gentlemen, we have developed a 
tobacco program that has brought a degree of prosperity to the growers. 
No longer do we live in a section formerly known as an economic lia- 
bility to the Nation. Tobacco Road is now a road through a reason- 
ably prosperous country, and we feel that at long last that we are 
receiving at least a fair share of the national income. 

The program which we have developed and which has brought this 
measure of prosperity has never cost the taxpayer a cent. In the 
last 12 years, since 1940 to 1952, the manufacturers’ price of cigarettes 
has only gone up 41 percent as compared to the doubling and tripling 
of prices of every other produce that I know except Coca-Cola. In all 
fields the prices have gone up. ‘The price of labor has increased 200 
percent. The price of raw material has gone up 200 percent. And yet 
in the face of that and the general advance in prices of everything, 
the price to the consumer of a standard-brand cigarette has only in- 
creased 41 percent in 12 years. 

A very cursory reading of this bill leads one to the inescapable con- 
clusion that its purpose is to favor by preferential tax the product of 
three cigarette companies. One of these is a privately owned company 
in Philadelphia. One is a privately ene company in Richmond. 
And these 2 companies, American companies, produce approximately 
1 percent of the cigarette production in this country. 

The other is a wholly owned British owned company, and a sub- 
sidiary to one of the largest and most powerful corporations in the 
world. I cannot let pass the statement yesterday by the distinguished 
representatives of Brown Williamson Co. that they did not have the 
money to advertise when it is common knowledge that the British 
American Tobacco Co. is larger in volume and wealth than any two 
American tobacco companies. Last year that company under the 
present system increased its volume in this country 64 percent, which 
shows now that any company that makes maybe a better mousetrap 
can get the business. 

Another company, Benson & Hedges Co., last year increased their 
production 38 percent, and their sales 38 percent. And the production 
of cigarette companies not listed according to this statement here 
increased last year 68 percent. 
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Under those figures and under that state of facts, I do not see how 
you can argue that any company or group of companies have a mo- 
nopoly on thee igarette business of this country. 

This British company for 20 years has been ‘before the C ongress and 
advocated a preferenti: al tax for its product. I call your attention to 
the fact that in its own country in the United Kingdom, there is a 
flat tax exactly as we levy it in this country, except that on American 
cigarettes there is a preferential tax against them of practically 3 
cents a pack. Yet in the face of the fact that in their own country 
they operate under a flat tax, and in the face of the fact that they 
discriminate against American tobacco to the tune of 49 cents a pound, 
yet they come before the American Congress and advocate a bill that 
would build a preferential tax structure for their products in America. 

We have given the British a lot. They are a great people. But I 
do not believe that an American Congress will carry sweet charity 
so far as to jeopardize the interests of our farmers, of the half million 
stockholders in the big tobacco companies in this country, in order 
to help this foreign organization. 

Gentlemen, I say to you that this bill was not introduced, nor is 
its prime purpose the giving of relief to the consumer. If that were 
the case, the simple and obvious way to do it would be to strike off 
1 or 2 or 3 cents from your tax on cigarettes. Cigarettes are smoked 
by the laborer, by all classes of people, in about the same degree. 
Why give relief to one small segment who may be influenced by price, 
when it is common knowledge that the labor er, the workingman, pre- 
fers the standard-brand cigarettes even at the higher price. Why 
not give him a break if you want to give a break on the taxation on 
cigarettes. 

It is strange to us that the proponents of this bill now come before 
you as the champion of the consumer. You gentlemen on this com- 
mittee know that during all these years it has been we who have been 
before this committee and fought against the monstrous tax loads 
on tobacco. For years and years we have come before this committee 
and the Senate committee, and fought against increasing taxes on 
cigarettes. And during all those years the proponents of this bill 
have been strangely silent. 

Last year it fell to my responsibility at the request of all the growers 
to appear as a lone witness before the Senate committee to oppose 
the Treasury proposal of a 3-cent additional tax. No help have I 
ever had from these companies who now pose as the champions of 
the consumers. They may have been in the Army that have been 
fighting higher taxes, but they have never unsheathed a sword or fired 
a shot before this committee, or the other committee, as far as I know, 
to protect the consumer. The record is against them. We have 
fought to protect the consumer, and if this bill were pointed in that 
direction, we would be fighting on that side. 

The purpose of this bill is to give a preferential tax to a small seg- 
ment of the cigarette industry. Whatever may be the equities as 
between the so-called standard brands and the che: ap cigarette group, 
the effects of this bill will fall not upon the big companies, but upon 
innocent parties, the people who grow this tobacco by the sweat of 
their brows on the farms in the tobacco growing areas. It will be 
tragic, indeed if this committee and the Congress of the United States 
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sells the growers down the river to help some small segment of the 
industry. They have an open competitive field in the cigarette busi- 
ness. Philip Morris came up in the last few years to a place of 
prominence. Brown & Williamson has increased its sales substantially. 
There is no monopoly in the sale of cigarettes. Company after com- 
pany has gone forward and come down because of consumer preference 
for their product. 

It is common knowledge, gentlemen, that the standard brand manu- 
facturers buy the better grades of tobacco as sold on the auction ware 
house floor and pay the premium prices for that tobacco. In that area, 
in the area of the premium grades, lies the profit to the grower. The 
medium and lower grades are in large measure sold and consumed in 
foreign countries. We have built up this export business for other 
grades that are not used in this country except in a small degree. Last 
year our exports of flue-cured and burley tobacco were nearly 400 
million pounds going to foreign countries, and that tobacco was 
predominantly the medium and lower grades for which we had no 
market in this country. 

In these world markets we are in competition pricewise with the 
medium and lower grade tobaccos from other countries. At the present 
time because people buy these other grades and because we have 
developed these foreign markets abroad for the medium and lower 
grades, we have a satisfactory situation and the price average, while 
not at the parity figure, is yet approaching the parity figure. If by 
reason of a preferential tax, gentlemen, we force the standard-brand 
cigarettes into the low price field, we will lose the only market we have 
for the premium grades. The price will increase on the medium and 
common grades, and the prices will undoubtedly rise just to a point 
where we will be driven out by foreign competition in those grades, 
and then we will have no market for the premium grades, and they will 
pile up in Government storage, and will undoubtedly cause a terrific 
loss in revenue by reason of loss on this tobacco to the Government. 

I quote from the testimony of their chief counsel for Brown & 
Williamson Co. before this committee in previous years: 

The predominant tobaccos in the 15 cent cigarette are the higher grades of 
tobacco with some medium and perhaps some lower grades. The 10 cent cigarette 
has very little of the high grade tobacco. It has a substantial number of the 
medium and lower grades of tobacco. 


[ also quote from a memorandum out in support of this bill: 
The reduction in tax on these cigarettes will be passed on to the consumer. 


Within the scope of these two lines lie the deadly dangers of that tax 
to the grower. It is well known that all the larger companies are pre- 
pared to move into the low-price field at a moment’s notice. That is 
general knowledge, gentlemen, and should the Congress enact this 
preferential tax, it will only be a matter of days when all the companies 
will have a cheap brand of cigarette on the shelves. Make no mistake 
about that. Manufacturers cannot produce a cigarette to retail at 13 
cents and pay the price that will return to the grower a fair living. 
Therefore, it is inevitable that the price structure of leaf tobacco will 
fall and financial ruin face the growers. The premium grades will pile 
up. You will drive competition of foreign people from the medium 
and lower grades, and the price average will inevitably be lessened. 

31444—53——10 
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All these evils and many more we think will flow from the enactment 
of this Simpson bill. 

And for what? The big companies can make a cheap cigarette fully 
as well as the little companies, and perhaps better, but up to this time 
they have stayed out of that field. This economy field now is left en- 
tirely alone by the big companies. What chance will these very small 
companies have if the big companies now go into that field? As I have 
said before, cheap cigarettes mean lower prices for tobacco. They 
mean less revenue to the Government. If there should be a shift of 
10 percent from the standard brand to the cheaper brand, according 
to my figures, the Federal Treasury will lose $50 million a year for 
every 10 percent shift that moves from the high- price bracket into the 
low. And for what? 

This bill is opposed by every farm organization in the tobacco areas, 
by every farm leader in those areas, the Farm Bureaus in the tobacco 
States are against it, and their representatives are here today to regis- 
ter their opposition. The National Grange is on record against this 
bill, and the State Grange is on record, and their representatives are 
here today to appear before this committee. The warehouse asso- 
ciations in all the areas are against it. Their representatives are 
here today. The National Association of Tobacco Distributors are 
against this bill, and their representative is here today. The Retail 
Tobacco Dealers with 2 million outlets are against this bill, and their 
representative is here today to express their opposition. 

All of the Members of Congress from the tobacco-growing areas are 
against this bill. I think it fair to say in conclusion that more than 1 
million farm people, more than half a million farm families, who earn 
their living in the production of tobacco, are bitterly opposed to this 
bill. 

When you consider the opposition of all these segments to this bill, 
we believe that you will feel that the price to pay is too high, even if 
it would help these small companies who have appeared before you 
yesterday. We believe that you will consider the welfare of the to- 
bacco farmer as against the welfare of 2 or 3 companies, and that 
you will not jeopardize our economic security in order to favor a group 
of companies or to punish another group of companies. We ask that 
you report this bill unfavorably. That is my statement. 

The Cuatrman. Mr. Lanier, can you return at 1:30 to submit to 
examination ¢ 

Mr. Lanter. Yes, sir. 

(The following letter was received from Mr. Lanier :) 

J. C. LANIER F'arMs, 
Greenville, N. C., April 2, 19538. 
Mr. GorDAN GRAND, 


Clerk, House Ways and Means Committee, 
House Office Building, Washington, D. C. 

Dear MR. GRAND: It is my understanding that additional briefs can be filed 
within 10 days from the formal hearing on the Simpson bill regarding graduated 
taxes on cigarettes. If this is correct, I would like to add the statement herein 
enclosed as a summary to my statement before the committee. 

Thanking you, I am, 

Sincerely, 
J. C. LANIER. 





. 
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ADDITIONAL STATEMENT OF J, C, LANIER, GREENVILLE, N. C. 


What is the purpose of the Simpson bill? 

If the purpose is to grant a tax differential for the benefit of 2 small American 
manufacturers, and 1 British manufacturer, it should not be enacted. The eco- 
nomic welfare of half a million farm families should outweigh the welfare of 
three manufacturers, Also, it should not be enacted because it will substantially 
reduce Federal revenues, without any compensatory advantages, 

If the purpose is to grant tax relief to consumers, a flat reduction in the tax 
of all cigarettes will provide such relief to all consumers, without injury to the 
growers. 

If the principles embodied in the Simpson bill were applied to excise taxes on 
automobiles, one tax rate would be levied on all automobiles manufactured to 
sell at one price, and another tax rate would be levied on all automobiles manu- 
factured to sell above the designated price. Applying the same principles to fur 
coats, one tax would be levied on all coats selling for, say $500 or less, and 
another tax on all coats selling for over $500. 

The CHatrman. The committee will stand adjourned until 1:30. 

(Thereupon at 12: 02 p. m., a recess was taken until 1:30 p. m., the 
same day.) 

AFTER RECESS 


(The committee reconvened at 1:30 p. m., upon the expiration of the 
recess. ) 

The CuarrmaNn. The afternoon session is now open. 

The next witness, I believe, will be Mr. Hicks. 

Is Mr. Hicks the next witness ? 

Mr. Lanter. Yes, sir. 

The CHarrman. We are ready to hear from you, Mr. Hicks. 

Please give your name and business connection. 


STATEMENT OF CARL T. HICKS, WALSTONBURG, N. C. 


Mr. Hicks. My name in Carl T. Hicks. I am a tobacco farmer from 
Greene County, N. C., and I have been chairman of the tobacco com- 
mittee of the North Carolina Farm Bureau for the past 10 years. 

Our present membership of the Farm Bureau in North Carolina is 
over 71,000 farm families, of whom over 60 percent of this membership 
are farmers growing tobacco, 

I am president of the Flue-Cured Tobacco Stabilization Corp. with 
over 468,000 stockholders handling the loan program on all flue- 
cured tobacco in the entire flue-cured area. 

I am up here at my own personal expense and all other farmers at 
the North Carolina Farm Bureau are here at their personal expenses. 

We have opposed this graduated tax as an organized group of to- 
bacco farmers consistently for the past 6 years before your committee, 
believing such a change in the taxing of cigarettes will result in 
serious injury to our income from the sale of our choice grades of 
tobacco. 

With your permission I would like to ask our farmers who are mem- 
bers of the Farm Bureau and who have come here at their own 
personal expenses both from North Carolina and Virginia to stand 
at this time. 

Mr. Mason. Are these gentlemen standing the same that stood this 
morning in response to the invitation by some of the witnesses? 

Mr. Hicks. Mr. Mason, these are some of the same from the various 
congressional districts, but this is a cross section of farmers of the 
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Farm Bureaus of North Carolina and Virginia from the entire flue- 
cured area of the two States. 

In conclusion, may I express my appreciation to the members of 
the committee for their careful consideration of this very serious 
matter. 

It is my present information that only about 2.9 cents per pack of 
cigarettes goes to the producers of tobacco. To reduce that income 
by lowering the average price of tobacco under this proposed plan in 
our opinion will seriously jeopardize our income. 

Thank you very much. 

The Cuarrman. We thank you, Mr. Hicks, for your testimony here. 

Now, we will be glad to hear from Mr. William C. Clay, of the Bur- 
ley Auction Warehouse Association. 

Will you give your name and address? 


STATEMENT OF WILLIAM C. CLAY, MOUNT STERLING, KY., COUN- 
SEL FOR THE BURLEY AUCTION WAREHOUSE ASSOCIATION 


Mr. Cuay. Mr. Chairman and gentlemen, my name is Bill Clay. My 
home is in Mount Sterling, Ky. 

I represent the Burley Auction Warehouse Association. 

More than 95 percent of the burley leaf tobacco produced in the 
United States is marketed through the sales facilities of members 
of our association. 

This appearance before the Committee on Ways and Means is made 
in the interest of and on behalf of the growers of burley tobacco. 

For over 40 years now we have had a cigarette tax levied on product 
volume and not on price. 

During the past 19 years manufacturers of cheap cigarettes have 
come before this committee and time and time again asked that a 
graduated tax be substituted for a uniform tax which has been in 
effect for 77 out of the last 88 years. 

The same arguments have been made this time as have been made 
every year since 1934. 

The proponents of cheap cigarettes have made every effort to con- 
vince this committee that a graduated tax would benefit small manu- 
facturers. They have argued, too, that the flat tax which we have 
now, discriminates against consumers. 

Neither assumption can be justified. 

The graduated tax question is not a dispute between the larger ciga- 
rette manufacturers on the one hand, and the smaller ciga- 
rette manufacturers on the other hand. 

Today there are 29 manufacturers of cigarettes in the United States. 
The 3 principal manufacturers of cheap cigarettes are among the 
9 largest cigarette manufacturers in the country. One of them, the 
Brown & Williamson Tobacco Corp., is a wholly owned subsidiary of 
what is perhaps the largest tobacco company in the entire world, the 
British-American Tobacco Co. 

In 1934 when this question first came before the committee the 
Big Four had control of more than 95 percent of the cigarette produc- 
tion in the entire United States. 

Now, the Brown & Williamson Tobacco Corp., the British company 
that is here urging this tax modification, manufactures more cigarettes 
than one of the former members of the Big Four. 
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In 1952, the Brown & Williamson Tobacco Corp. ranked fifth 
nationally. 

Larus & Brother Co., another proponent of the graduated tax, 
ranked seventh, and Stephano Bros., the third proponent, ranked 
ninth. 

Together these 3 companies produced in 1952 approximately 33.1 
billion cigarettes. 

Factually, then, we are no longer talking about an issue between 
large and small manufacturers. We are dealing instead with a dis- 
pute between the proponents of cheap cigarettes and the advocates of a 
quality cigarette. 

Some of the proponents of a cheap cigarette are themselves large 
manufacturers and also manufacturers of very popular standard 
brands. 

The question today, gentlemen, is not whether a tax should be en- 
acted which will help small manufacturers, but, rather, should a tax 
structure be adopted which will favor the proponents of a cheap ciga- 
rette, principally a British company, over the advocates of quality 
cigarettes. 

"T wenty years ago admittedly a cheap cigarette was the poor man’s 
cigarette, and in that era the flat tax tended to discriminate to a 
limited extent against the poor man’s cigarette. 

Then at least the argument could have been made that the flat tax 
favored the rich man at the expense of the poor man, but today the 
standard brand cigarette is the poor man’s cigarette. 

Now, the rich smoke premium quality cigarettes such as one of the 
various king-sized cigarettes that are on the market, or Kent, Parlia- 
ment, Marlboro, Virginia Rounds, or any one of a number of other 
premium brands. 

Today cheap cigarettes account for only three-fourths of 1 percent 
of all cigarette sales. 

The Model A Ford and other vehicles of its era made today account 
for three-quarters of one percent of all the cars on the road, but we 
would hardly call the Model A Ford and its contemporary vehicles 
the poor man’scar. The poor man today, the farmer and the working- 
man, drive new and recent models of one of our popular low-priced 
ears. The rich drive the premium cars and so it is with cigarettes. 

Today the rich smoke premium brands. The great bulk of the 
whole American populace smoke one of the standard brands. 

The witnesses heard yesterday by this committee were not small 
manufacturers. The testimony heard yesterday was sponsored pri- 
marily by the British-American Tobacco Company. 

The witnesses to be heard today are not large tobacco manufacturers, 
but tobacco growers. 

This is not a fight between the small manufacturer and the large 
manufacturer, nor between the rich man and the poor man. This 
dispute is between the American tobacco grower who knows that cheap 
cigarettes mean cheap tobacco and 1 British and 2 American ad- 
vocates of cheap cigarettes who are seeking what very plainly amounts 
to a subsidy 

Tobacco growers, Mr. Chairman, have consistently contended that 
cheap cigarettes mean cheap tobacco. There is a firm factual founda- 
tion for this seam which runs through all of their testimony at all of 
these hearings each time the question has arisen. 
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Tobacco, after all, is the only flexible or elastic cost of any conse- 
quence whatsosoever in the manufacture of a cigarette. If you want 
to make a cheap cigarette, you must buy cheap tobacco. If you want 
to make a cheap cigarette you must effect your cost cutting at the ex- 
pense of tobacco growers. 

That statement has been made at every hearing held by this com- 
mittee on a graduated tax, but today, perhaps for the first time, we 
are in a position to prove conclusively that cheap cigarettes mean 
cheap tobacco, 

Last week at the request of the Honorable John Sherman Cooper, 
United States Senator from Kentucky, the Office of Price Stabilization 
prepared a cost analysis of the tobaccos used in the various types of 
cigarettes, 

Today Senator Cooper filed with the clerk of this committee the let- 
ter received by him from the Honorable Joseph H. Freehill, Director 
of the Office of Price Stabilization, together with the significant sta- 
tistical data transmitted with the OPS letter. 

Upon the basis of that OPS survey, the Burley Auction Warehouse 
Association has made a first quarter 1953 projection of leaf costs for 
both quality and cheap cigarettes. This analysis has also been filed 
with the committee, and each of you perhaps has a copy before you 
now, 

These exhibits establish irrefutably the fact that tobacco growers 
receive only half as much money per pound for the tobacco used in 
cheap cigareetes. Standard brands are manufactured out of the 
higher priced and better quality grades of leaf tobacco. 

Cheap cigarettes are manufactured out of the common grades and 
aa of rolled tobacco stems. 

I have here with me a hand of tobacco which is one of the better 
burley smoking grades, C-3-—F, according to Government grade. 

Through every leaf of tobacco there runs a stem. It is possible 
to roll that stem through a stem rolling machine and to cut it up 
and use it as a part of the strip in the ‘manufacture of a cigarette. 
These cheap cigarettes are made out of tobacco of common grades; 
not out of tobacco of this quality, and out of rolled tobacco stems. 

The common grades of leaf tobacco, the tip grades, which are used 
principally by manufacturers of cheap cigarettes, have a high nicotine 
content. 

Manufacturing a cigarette with 10 or 12 percent of its volume con- 
sisting of rolled stems, it is possible to reduce manufacturing costs 
and to cut down the nicotine content of the cigarette. 

For example, the Brown & Williamson Tobacco Co. makes Kools, 
Raleighs, and Viceroys, all of which are standard brand cigarettes. 
They can use tobacco of this quality in the manufacture of those 
cigarettes and save the stems for their cheap cigarettes. 

Tobacco growers are not interested in aiding manufacturers who 
do not use leaf tobacco entirely in the manufacture of their products, 
but. who resort to rolled tobacco stems. 

Tobacco growers believe in quality cigarettes using quality tobaecos 
and not in subsidization of a cheap product, 10 percent of which con- 
sists of leaf stems, of the rolled stems. 

Adoption of the proposed graduated tax would divert cigarette 
production from the standard brands to cheap brands. That always 
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happens, we know historically, whenever a price spread occurs of 
4 or 5 cents between the two types of cigarettes. 

If this were not a probability, then the three manufacturers of 
cheap cigarettes would not be here before this committee contending 
for a graduated tax. 

Manufacturers of cheap cigarettes have always argued, and cor- 
rectly so, that a graduated tax would increase the output of cheap 
cigarettes. 

In 1947 the Associated Tobacco Manufacturers testified before this 
committee that a graduated tax would enable them to capture perhaps 
15 percent of the total market. 

In an able staff study entitled “Federal Excise Taxes on Tobacco,” 
dated February 27, 1948, the Treasury Department demonstrated 
that adoption of a differential tax could result in a diversion of cig- 
arette sales per standard brands to cheap oe to the extent of 
25 percent of cigarette output. That study is a part of the record 
of these hearings because it was incorporated into the record yester- 
day at the request of Mr. Boggs. 

If the 1948 conclusions of the Treasury Department, which inciden- 
tally, in the study filed in the committee hearings were brought down 
through 1950, if the 1948 and 1950 conclusions of the Treasury staff 
are justified, and we sincerely believe them to be entirely reasonable 
and accurate, the effect upon tobacco growers of a graduated cigarette 
tax would be utterly disastrous. 

Today standard brand manufacturers pay 200 percent of the amount 
paid by the manufacturers of cheap cigarettes, or leaf tob: acco, 

The leaf used in the standard brand cigarettes costs $2 ) per thousand. 
That is $2 for every 5 cartons of standard brands. 

The leaf used in a cheap cigarette costs $1 per thousand. That is 
the difference. That is the reason that you have so many growers 
here before this committee today. . 

Under the most favorable result which could possibly be envisioned 
for the tobacco grower, the graduated tax would not permit the manu- 
facturer of cheap cigarettes to pay anything approximating the price 
paid by standard brand manufacturers for their tobacco. 

The graduated tax would give the cheap cigarette manufacturer 
an additional working margin of 21.8 cents per thousand. Un- 
doubtedly a portion of this increase would be retained as additional 
profits. 

If all of the revenue, every penny of it, were passed on to the tobacco 
growers, even then the cheap cigarette manufacturer could afford to 
buy leaf tobacco at a price of only $1.218 per thousand cigarettes, for 
5 cartons of cigarettes, as compared with the price of $2 per thousand 
cigarettes for the standard brand manufacturer. 

Enactment of the graduated tax would cost leaf growers at least 
$70 million annually, and probably a great deal more. 

Admittedly competition would be increased for the common grades 
of leaf tobacco, but this would be detrimental to growers and not 
advantageous to them. 

That is a question which has occupied this committee frequently in 
examination of witnesses, and I would like to explain exactly what I 
mean by that. 

In the first place, this increase in competition on the common grades 
would be paralleled by a decline in the price of the better grades of leaf 
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tobacco with a reduction in the total market average. We make our 
money on the better grades of leaf tobacco. 

It costs just as much to produce a tip grade as it does to produce the 
flyings and trash which are our better orades. 

We dan’t want to see a decline in price of those better grades. 

Furthermore, and of equal significance, higher prices for the com- 
mon grades would take them out of the reach of the export market. 
Growers prefer to see these tobaccos sold abroad. That enables us to 
increase the volume of our production. 

The growing export market would be damaged materially, if not 
destroyed, by the enactment of this graduated tax. 

To the extent that cigarette output is represented by cheap ciga- 
rettes, tobacco growers suffer. There is an axiom in the Burley Belt 
which you have heard a number of times today, which we would like 
to paint in bold letters across the face of all of these hearings : “Cheap 
cigarettes mean cheap tobacco. 

‘Yes, gentlemen, cheap cigarettes mean cheap tobacco invariably and 
always. 

For the calendar year 1952 tax-paid withdrawals of small cigarettes 
were in excess of 394 billion cigarettes. If only 10 percent of produc- 
tion should be diverted to ¢ heap cigarettes the revenue loss would be 
$43,340,000. 

Actually the Treasury Department has estimated as late as 1950 
that the graduated tax would boost the sale of cheap cigarettes from 
their present three-quarters of 1 percent of cigarette output to as 
much as 25 percent of the total ns output. If that should hap- 
pen, and we are honestly and sincerely afraid that it would, the revenue 
loss per annum would be $108, 350.000. 

The people of the United States want, in my opinion, and they are 
entitled to have, an income-tax reduction. Every member of this 
committee knows that we cannot both have an income-tax reduction 
and excise-tax reductions. 

If this graduated tax proposal should be adopted every other indus- 
try laboring under the burden of an exise tax would begin a loud 
clamor for other excise-tax reductions. 

Mr. Boaes. I wonder if the witness would yield there. 

Mr. Cray. I would be glad to. 

Mr. Boges. Is the witness acquainted with the fact that the increase 
on cigarettes that was voted in the Revenue Act of 1951 expires next 
April? 

Mr. Cuay. Yes, lam; and quite a number of other excise taxes. 

Mr. Boces. Is the witness opposed to that expiration ? 

Mr. Cray. I am delighted that it is going to expire. 

Mr. Boces. What did the witness mean by the statement that you 
could not have an excise-tax decrease and a personal-tax decrease, too? 

Mr. Cray. My suggestion is this, Mr. Boggs: If this excise-tax 
reduction should be granted now every other industry which is labor- 
ing under an excise tax which is scheduled to expire perhaps at a later 
date, would begin clamoring for a reduction now. 

In my opinion this committee can ill afford to open Pandora’s box 
to all of those proposals. If they are going to have an income-tax 
reduction, and I believe that we are entitled to it, we are going to have 
to defer granting excise-tax relief until these automatic expiration 
dates. 
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By that time I sincerely hope that the new administration can cur- 
tail expenditures so that we can do without the revenue from some 
excise taxes which are scheduled either to expire or to be reduced. 

Mr. Boces. I do not quite understand the witness’ answer. I wish 
you would explain it a litle more fully, as to whether or not you are 
opposed to any excise-tax reductions. 

Mr. Cray. I am opposed, Mr. Boggs, to any excise-tax reductions 
at the present. time. 

The Cuarrman. I do not mean to lecture, but we had an under- 
standing that the witnesses would be allowed to complete their state- 
ments before questioning. 

Mr. Boces. I just wanted to ask the witness a question while the 
statement was fresh in my mind. I was not here earlier. 

The CHarrMan. Some others would like to do that, and I just 
wanted the rules to be observed. 

Mr. Boces. Thank you, Mr. Chairman. 

Go right ahead, Mr. Witness. 

Mr. Cray. Thank vou. 

Mr. Chairman, I sincerely believe that the people of this country 
want, above all, an income-tax reduction. I feel that if this excise 
tax reduction is granted at the present time, and that is what it 
amounts to, an excise-tax reduction, that you are going to have every 
other industry laboring under an excise tax coming in here asking for 
an excise-tax reduction now. 

Later I know, as Mr. Boggs pointed out, that some of these excise 
taxes are scheduled to be reduced or to expire. 

By that time I hope the revenue needs will permit you to allow 
those excise-tax reductions to take place. It simply seems to me now 
that in view of the statement of the Under Secretary of the Treasury, 
as of yesterday, that it would be inadvisable to commence making 
excise-tax reductions until we found out whether we can have an 
income-tax reduction. 

This graduated-tax dispute is not an issue, as I said, of small ciga- 
rette manufacturers versus large cigarette manufacturers, nor of the 
poor men versus the rich men. 

Three manufacturers, one huge British company, the biggest to- 
bacco company in the world, and two American companies, are ‘seeking 
what amounts to a subsidization of their products. 

If you give this select group of manufacturers a pre ferred position 
in this important American industry, then at the same time you must 
endanger the security of more than 750,000 farm families producing 
cigarette tobacco. 

If you favor these three manufacturers who want to promote cheap 
cigarettes, then you will run the risk of depriving the Treasury of as 
much as $108,350,000 in revenue, which is badly needed to balance the 
budget. 

I thank each of you for your very cordial reception to my statement. 

The Cuarrman. I believe that you have all now offered your testi- 
mony in full and it will be perfectly proper for those who wish to 
inquire to do so now. 

Mr. Cooper will inquire. 

Mr. Coorer. Mr. Chairman, I would just like to ask Mr. Clay a 
question there. 
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Do you think the passage of this legislation will result inconsider- 
able shift from the so-called standard brand cigarettes to the so-called 
economy brand cigarettes / 

Mr. Ciay. Mr. Cooper, I am delighted to elaborate on what T said 
so briefly on that subject. 

In 1932 with a 3.7-cent differential in the retail price of standard 
cigarettes and cheap cigarettes, the cheap cigarettes captured 23 per- 
cent of the market. 

If there had been at that time a differential of 5 cents, I am in- 
clined to believe that that 23 percent would have grown to at least 40 
percent of the market. 

Shortly after the cheap cigarettes captured 23 percent of the market, 
the manufacturers of standard brands cut their prices so that there 
came to be a differential of only 1.3 cents in the retail price of stand- 
ard brands and cheap cigarettes, a 1.3 cents differential as compared 
to the former 3.7 cents differential. 

By May of 1933, the cheap cigarettes had dropped to only 6 percent 
of the market. 

I think the committee will all remember that, after all, the low 
point in our economy was reached in perhaps March of 1933. 

When the price spread was reduced to 1.3 cents per pound, the 
change in output represented by the two types of cigarettes declined 
to where there was only 6 percent of the market captured by the cheap 
cigarettes. 

That seems to us to indicate that the price spread rather than eco- 
nomic conditions is primarily determinative of the portion of the 
market to be captured by cheap cigarettes, that is, whenever you have 
a price spread of 4 or 5 cents we think the cheap cigarettes will get 
from 25 to 40 percent of the market. 

This bill is designed to create that kind of a price spread, and we 
think the cheap cigarette market is not so much dependent upon gen- 
eral-economic conditions as the extent of that price spread. 

When you make it a nickel there will be a tremendous shift. 

Mr. Coorrer. I believe you said something in the course of your 
statement about cost estimates. Can you give a little more informa- 
tion on that point? 

Mr. Cray. I filed with my statement, Mr. Cooper, and each mem- 
ber of the committee has a copy of the letter from the Office of Price 
Stabilization to Senator Cooper, a letter dated March 18, 1953. 

The letter from the Office of Price Stabilization shows that in the 
second quarter of 1951, when this survey was made, the leaf cost of 
standard brands amounted to $1.9057 per thousand cigarettes. 

On the basis of the sale prices of the 1951 and 1952 crops, which 
had not been marketed at that time, we have made our own projection 
of cost for the year 1953 at $2 a thousand. That statement of ours 
that the cost of standard brands are now $2 per thousand is supported 
not only by the OPS data, but by a letter from the president of the 
Liggett & Myers Tobacco Co. to his stockholders, which appears in 
their annual statement as of January 27, 1953, by an article which 
appears in consumers’ reports of February 1953, and by the statement 
which appears in the Treasury Department’s excise-tax study taken 
from Standard and Poor’s that tobacco represents 55 percent of the 
list price after discounts and tax. 
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As to the economy brands, we have in our own cigarette-cost an: ily- 

s, perhaps been too favorable to the manufacturers of cheap ciga- 

rettes, We have generously assumed that they have a leaf cost of $1 
per thousand. 

Actually, that does not appear » be quite true. Yesterday Mr. 
James Wood testified that the le: a cost of their che: ap ‘igarette was 
LQ) percent of list after discount and taxes. 

That would give you a price for the tobacco in economy brands of 
89.2 cents per thousand, whereas we have used the figure of $1 per 
thousand. 

Furthermore, OPA made a very comprehensive study in the year 
1942 which is filed with my st: itement which shows at that time the 
— cost of a standard brand was $1.15 and a fraction per thousand 

s compared to the cost in the economy brand of 49 cents per thousand. 

The OPS letter to Senator C ooper says this: 

Although no strict comparison between leaf costs of standard and economy 
brands can be made from these data, the rel: itionship between the two is gener- 
ally the same as shown in the enclosed OPA study. 

The reference there is the fact that the OPA study in 1942 showed 
a relationship of more than 2 to 1, and the OPS says that that ratio 
still prevails today. 

They could not give cost data today on economy brands for the 
reason that they do not have filings from sufticient manufacturers. 

They have data, I learned, from Brown & Williamson on its Wi ings 
cigarettes, but, of course, they cannot reveal to the public data con- 
cerning only one company. It must be a composite or it cannot be 
made public information. 

Mr. Coorer. That material is included in your statement, then ? 

Mr. Cray. Yes, sir; with the addition of some of these explanations 
I have given as to how it was compiled, Mr. Cooper. 

The CHatrMan. Mr. Jenkins. 

Mr. Jenkins. Mr. Clay, I should like to ask you something for my 
own benefit. It is no doubt true, is it not, that the condition of | 
tobacco grower is better now than it ever has been ? 

Mr. Cray. That is certainly true. 

Mr. Jenkins. And as far as the manufacturers, we have already 
had testimony to the effect that apparently they are in as good a shape 
as they ever have been. 

Mr. Cray. They are in reasonably good shape, but I notice when 
they filed applications for price increases with OPS they were com- 
plaining then about the profits. They have since upped their price, 
so I suppose they will be doing better from now on. 

Mr. Jenkins. Of course, there cannot be very great profit on a pac ‘k- 
age of cigarettes if you have a Federal tax of 8 cents and a 2- or 5-cent 
State tax, and then se 1] it for 20 cents. 

Mr. Cray. That is correct. 

Mr. Jenkins. There cannot be very much profit there, of course. 

My interest in this is due to the fi: ict that I re present in Ohio prob- 
ably three or four hundred small tobacco growers. I remember 25 
and 30 years ago their tobacco crops and everything about the tobacco 
that they were raising seemed to be very sloppy, uncertain, and unre- 
liable, and only a few people would raise tobacco. 

However, now many farmers do, and they seem to take a great 
interest in their crop. They set their tobacco out on the most advan- 
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—— land and they tend it and when it comes time to cut it and 
cure it, they show that they have some interest in sorting it out so 
that the -y might get the best price out of it. 

Do you not think that what I say now is true of the tobacco interests 
all over the country as far as the grower is concerned 4 

He has more interest in his business than he ever had ? 

Mr. Cuay. That is true, and we have more people growing tobacco 
than ever before. 

Originally, burley was produced almost entirely in Kentucky. It 
is now produced i in 8 States. 

Mr. Jenkins. On the other hand again the tobacco grower has only 
one place to sell his tobacco, 

Mr. Cray. That is correct. 

Mr. Jenkins. He has to take it to the warehouse. The farmer who 
raises chickens and has eggs and so forth can sell his chickens to 40 
different buyers. If they do not yay him the right price he can take 
them back and eat them. 

Nobody has ever learned how to eat tobacco very effectively, have 
they ? 

Mr. Cray. That is correct. They can only smoke it. 

Mr. Jenkins. They have to sell it before they can claim any profit. 

Mr. Cray. Yes, sir. 

Mr. Jenkins. So when these fellows at the top quarrel about any- 
thing that will stifle the business, then it is going to reflect itself more 
on the producer than anybody else. 

Mr. Criay. That is true. 

If you favor the British-American Tobacco Co. you are going to 
do it at the expense of 750,000 farm families. 

Mr. Jenkins. Let me ask you about. the warehouse business again. 

It used to be when a man started with his little load of tobacco to the 
market he had to take just about what the warehouseman told him he 
would give him for it. That is not the case now ? 

Mr. Cray. No, sir; it is a free, open, competitive auction market. 

Mr. Jenkins. And if he is up to date he knows his grades about as 
well as other fellows? 

Mr. Cray. Yes, sir; because the Government provides an inspection 
service that gives him further information concerning market value 
by grade. 

Mr. Jenxrns. And in every warehouse in the country where tobacco 
is sold there is a Government man there ? 

Mr. Cray. Yes. 

Mr. Jenkins. And that man is primarily there for the benefit of the 
grower ? 

Mr. Cray. That is right. 

Mr. Jenkins. At the time he is also a buffer wheel for the man who 
buys? 

Mr. Cray. Yes, sir. 

Mr. Jenktns. You have an auction and they sell it off to the highest 
bidder? 

Mr. Cray. That is true. All tobacco used in cigarettes is sold at 
an auction. 

Mr. Jenxrys. Where I live in Ohio now there are only 2 ware- 
housemen within 150 miles and those growers of tobacco have to sell 
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in 1 or 2 places, to 1 of these 2 warehousemen. If these warehouse- 
men won't buy their tobacco then they just won’t grow the tobacco. 

They have to have a market for their tobacco when they take it away. 

Mr. Ciay. That is correct. 

Mr. Jenkins. That is all. 

The CHairmMan. Mr. Simpson will inquire. 

Mr. Simpson. When this tobacco of the poor grade is shipped out 
of the United States, who buys it? Who 1s the largest customer in 
the world for the so-called poorer grades of tobacco that you have been 
talking about ? 

Mr. Ciay. That will vary in the two tobacco types. I have here 
the tobacco situation and the annual report on tobacco on statistics 
which I will be glad to file with the committee. 

Mr. Suvrson, You did not give me the answer to my question. Do 
you know who are the largest customers outside of the United States 
for this tobacco you have been calling second grade? 

Mr. Cuay. It varies in burley considerably, Mr. Simpson, from year 
to year. 

Mr. Stmprson. Give me last year’s figures. 

Mr. Cray. In 1952 the greatest volume of burley was shipped to 
Germany. 

Mr. Sumpson. And who paid for that ? 

Mr. Ciay. A portion of this tobacco was purchased with funds made 
available through ECA funds. 

Mr. Srurson. The American taxpayer. What proportion? 

Mr. Cuay. I do not have that information before me. 

Mr. Stimpson. Do you know if it was 100 percent ? 

Mr. Cray. It was not 100 percent, and this year under the program 
setup Germany will probably not require any mutual security funds 
for the purchase of burley tobacco. 

Mr. Stmpson. Neither will they buy as much burley tobacco. 

Mr. Cray. Yes, sir; they have a projected purchase program for 
1953 as large as that for 1952, and it will be done entirely with free 
dollars. 

Mr. Stmpson. With respect to England, who is the largest pur- 
chaser there / 

Mr. Cuay. I will defer that question, if I may, to Mr. Lanier, who 
represents the bright belt producers. 

England uses very little burley. They use mostly bright purchases. 

Mr. Lanier. The largest purchaser is the Imperial ‘Tobacco Com- 
pany of Great Britain. 

Mr. Smupson. Are the exports expected to hold up this year com- 
parable to last year? 

Mr. Lanier. Yes, sir. The reports that we have all tend to show 
that the exportation of tobacco in 1953 will be as large, if not larger, 
than 1952; yes, sir. 

Mr. Srmpson. I have a question for Mr. Clay again. 

You do not seem to have much faith in the quality as between the 
standard brands and the economy brands. You mentioned the quality 
as a predominant factor and yet you state that when there was a dif- 
ference of as little as 3.7 cents the big companies became alarmed 
and, I add, in order to force the little fellow out of business they cut 
their price and thereby almost put them out of business. 

What is your answer to that? 
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Mr. Cray. It is certainly true that when the 3.7 cents differential 
occurred, the major companies became alarmed and cut their price. 

Mr. Simpson. Where is your argument of policy there ? 

Mr. Cuay. At that time when that occurred the quality of the cheap 
cigarette was nearer to the quality of the standard brand cigarette 
than is the case today. 

Mr. Srmpson. Can you prove that? 

Mr. Cray. Yes, sir; I can prove that. I can prove that by exhibits 
that have been filed with this committee at prior hearings. 

Mr. Srvpson. I am talking about today, not prior hearings. 

Mr. Cray. Sir, I did not anticipate the questioning back that many 
years. I have in my briefcase prior hearings and I am certain I can 
put my finger on them. 

Mr. Simpson. I do not want to go back. You are talking about 
quality now. 

I say the quality between the two is comparable. 

Mr. Cray. Excuse me, sir; the quality of the tobacco used in the 
two cigarettes today is not comparable. 

Mr. Simpson. And yet the public will buy them if the price is made 
attractive to them. 

Mr. Cray. They will buy them for awhile. I don’t know how 
long they will smoke them. I expect they will develop a rather severe 
cigarette cough and might change their minds. 

Mr. Simpson. That being the case, your argument fails that there 
will be a shift or any damage done. 

Mr. Cray. It does fail if that happens. I am unable to predict, 
as all of these other witnesses are unable to predict, the exact diver- 
sion of production from one type of cigarette to another. 

We do know historically that the cheap cigarette acquired 23 per- 
cent of the market when a price differential of 3.7 cents existed. 

We cannot be blamed, surely, for fearing that the same conditions 
will exist if you create by law a 5 cent differential. 

Mr. Simpson. What is your business ? 

Mr. Cray. I am a lawyer, Mr. Simpson. 

Mr. Srupson. Whom do you represent today ? 

Mr. Cray. I represent the Burley Auction Warehouse Association. 

Mr. Srmpson. You do not own a warehouse ? 

Mr. Cray. I do not own a tobacco warehouse. I do not own a to- 
bacco company. 

Mr. Srmpson. How do your clients make their profits? 

Mr. Cuiay. They make their profits by charging a fee to the farmers 
for placing their tobacco upon the auction floor and auctioning to the 
buyers. 

Mr. Stmpson. Is the fee the same whether they sell the cheap tobacco 
or the more expensive tobacco ? 

Mr. Cray. The bulk of the fee is a commission based on the selling 
price, that is, 3 percent of the amount of the selling price of the 
tobacco. 

Mr. Srmpson. Does the warehouseman never take title to the 
tobacco? 

Mr. Cray. No, sir; we are only factors or agents. We do not take 
title. 

Mr. Stmpson. I want to talk with Mr. Lanier a bit. 
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I notice in your statement that you have been growing flue-cured 
tobacco for 25 years. 

Mr. Lanter. That is correct, sir. 

Mr. Stupson. How many acres do you have ? 

Mr. Lanier. This year I have 52 acres. 

Mr. Simpson. Do you make money on it? 

Mr. Lanier. Yes, sir. 

Mr. Simpson. Why do you not plant more than 52 acres? 

Mr. Lanier. Because under the program that we have worked out 
the acreage is allotted to me by the Secretary of Agriculture. 

Mr. Stmpson. Tnoat who have worked out / 

Mr. Lanier. All of us over the years have worked out this program 
of the control of crops in order to keep production in line with con- 
sumption and demand. 

Mr. Simpson. You mean farmers have gotten together and done 
that. 

Mr. Lanier. Yes, sir. 

Mr. Stmpson. Under the authority of the Federal law? 

Mr. Lanter. Yes, sir. 

Mr. Simpson. And you believe that is good for the tobacco farmer, I 
have no doubt. Do you believe it is good for any other line of industry 
in the country ? 

Mr. Lanter. I would say that since all industry is protected by 
tariffs, that labor is protected through minimum wage laws, that the 
least we could expect would be to be allowed to work out a program 
that would give us reasonable protection. 

Mr. Stupson. Well, if you are not allowed to ship tobacco plants 
out of the country, you are afraid of, competition, you are protected 
that way, are you not? 

Mr. Lanter. We were protected at one time by a law passed pro- 
hibiting the shipment of flue-cured tobacco seed to foreign countries, 
but, Mr. Simpson, in spite of that now flue-cured tobacco and burley 
tobacco is grown in almost every country in the world and the law 
means nothing whatever now. 

Mr. Srmpson. I might be tempted to move down into North Caro- 
lina and raise tobacco. Would I be permitted to do that? 

Mr. Lanter. Yes, sir. 

Mr. Surrson. How? 

Mr. Lanier. If you had the land. 

Mr. Simpson. I do not have any land. I am going down and buy 
some land. I want to grow tobacco as a free American citizen. How 
would I do it? 

Mr. Lanter. You would first buy a farm. 

Mr. Stmpson. Where? 

Mr. Lanter. Anywhere in the tobacco area, or anywhere. 

Mr. Stmpson. Any farm I wanted? 

Mr. Lanter. Yes, sir. Then you would apply to the county com- 
mittee. 

Mr. Simpson. Who is the county committee ? 

Mr. Lanter. It is a group of farmers that they elect each year at 
these little township meetings; and you would apply for an acreage 
quota on your farm and a certain percentage of the acreage is every 
year set aside to be alloted to new growers. 

Mr. Srpson. Would I automatic: illy get that? 
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Mr. Lanier. You get it when you apply for it, and the amount 
of it is approved by ‘the county committee of farmers. 

Mr. Simpson. Suppose they did not approve it? Suppose they just 
did not approve it? 

Mr. Lanter. Then the law provides that you would appeal to the 
State committee. 

Mr. Stmpson. Suppose they did not approve it? 

Mr. Lanier. Then, I would take it, and the law does provide, as I 
recall, that you could apply to the court for relief. 

Mr. Simpson. Suppose they do not approve it? 

Mr. Lanier. Then you would be lost. 

Mr. Stmpson. It is a humorous result. 

Mr. Lanter. I did not intend it that way. 

Mr. Srpson. I know you did not. You were perfectly sincere. I 
say it is humorous, though, if you want to call it that, to realize that 
a free American citizen cannot go into the business that he wants 
to go into and cannot do it because his own government will not allow 
him to. 

Mr. Lanier. I would like to say, Mr. Simpson, that we have been 
working out this program and have tried to provide every safeguard 
against ‘the accusation that this was a closed cor poration, 

“We have not built it that w ay, and every year a new farmer can 
apply. I mean by that, a young farmer can apply for additional 
acreage and people who have not been fairly treated in their acreage 
quota have the right of appeal, first, to the county committee, then 
to the State committee, and then to the courts. 

Mr. Simpson. The law permits applicants allotments on new farms. 
That would be my situation if I went down and bought a farm which 
did not have an allotment. The law permits applicants for allotments 
on new farms to divide up among themselves up to five percent of the 
nation’s alloted acreage. They call that a market quota. 

However, it is stated that there is a curious reluctance on the part 
of the State committees, composed mostly of tobacco farmers, to rec- 
ommend anything as lavish as 5 pe rcent. 

They want the recommended 2 percent and then 1 percent, and this 
year 114 percent, and the Secretary of Agriculture seems to immedi- 
ately put their suggestions into rules. 

I am trying to ‘think of anything in the world that is as much a 
closed shop as the protection which the Government gives to the to- 
bacco farmer. 

Mr. Lanter. It has given the growers the right with a two-thirds 
vote from the growers to maintain this program in order that they 
might be brought out from the depression which they have lived under 
for all these years. 

Mr. Srmpson. Suppose you were one of the third that did not agree 
and you decided to raise more than your 52 acres in tobacco. 

What would the result be then? 

Mr. Lanter. On the tobacco that I grew over and beyond my acreage 
T would pay a penalty on it of 40 percent of the sales value based on 
the year-before prices, but after a period of 3 years although I had 
grown that tobacco beyond my quota, that would be added to my quota 
on a percentagewise basis. I would get credit for having grown it 
over and beyond the contract. 
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Mr. Simpson. That is, after you take a loss by way of a penalty, 
and you are strong enough financially to do that for 3 years, the Gov- 
ernment says, “Well, you may go ahead and produce that as a part 
of your allotment.” 

You may use that land? 

Mr. Lanier. That is the principle; yes, sir. 

Mr. Stmpson. I do not think much of that. 

Then you get a red ticket if you do not do something the Govern- 
ment tells you to, or if you do something the Government tells you 
not to do, or you get a white ticket ? 

Mr. Lanier. Yes, sir: that is a red card, which is the card for the 
tobacco grown over and beyond the alloted acreage. 

Mr. Simpson. And can you sell that on the open market ? 

Mr. Lanter. Yes, sir; it is sold. All of it is sold on the open auc- 
tion market. 

Mr. Stimpson. But you pay a penalty for having grown that exces- 
sive allotment ? 

Mr. Lanter. You pay a penalty only on the part of tobacco that 
you grew beyond your allotment. 

Mr. Simpson. Is that part of the free-enterprise system of 
competition 4 

Mr. Lanter. I think we might go back and not have any protection 
to either industry or labor or the grower, but since the Government 
through the years as we go has entered into this field, we think that 
we are entitled to at least a part of that protection. 

Mr. Simpson. Do you say you are participants in the free-enterprise 
system? That is what I would like to know. 

Mr. Lanter. Yes, sir. 

Mr. Simpson. It is then part of the free-enterprise system to set up 
a closed shop of this nature 4 

Mr. Lanter. If this were a closed shop where no new member could 
come in and participate, frankly I could not defend it, but we do have 
enough free acres by which each year the authorities have been able 
to take care of the requests of new growers for acres. 

To show you how big it is, the State of Georgia under this program 
has more than doubled the production of flue-cured tobacco in that 
State. 

Mr. Simpson. Of course, and there are new customers coming in 
right along. 

Will you tell me, please, how it is possible under these laws that 
we now have on the tobacco act for a farmer to get less money for his 
tobacco than he gets now, remembering that you are getting now loans 

at 90 percent of ent 8 ; am I correct on that? 

Mr. Lanter. Yes, si 

Mr. Simpson. How i is it possible for a farmer to lose money as long 
as that remains the law? 

Mr. Lanter. This year the crop of 1952 in respect to burley and 
flue-cured tobacco, the price average was somewhere between 90 per- 
cent of parity, the parity being about 55 cents, and the 90 percent of 
parity being about 50 ce nts per pound, 

Our average in 1951 in flue-cured tobacco was fifty-five-point 
something. 
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Without the premium prices paid by the standard brands manu- 
facturers we could in 1951 have lost 5 cents a pound. 

Mr. Simpson. You still have your Government loan at 90 percent 
of parity. 

Mr. Lanier. Yes, sir; but we cannot make a profit at 90 percent 
of parity. 

We take it that parity is a figure that the Government itself has 
determined is a fair price for our product and 90 percent of parity 
may cover the cost, but it leaves scant margin for any profit, Mr. 
Simpson. 

Mr. Sruason. This is an artificial market that you have. It is ar- 
tificial to the extent that you have this tobacco act. It is, is it not? 

Mr. Lanier. The market, I do not think. 

Mr. Simpson. It is an artificial figure producing area. ‘Tobacco 
is produced under artificial conditions and unnatural conditions in 
the sense of economics. 

You set up a law and you will not let competition come in free. 
That is not a natural way to do it, is it ? 

Mr. Lanier. We do not set up a program under which competition 
cannot come in. It can come in at the rate of 5 percent a year and 
in 20 years you would have doubled the acreage that you now have 
under the law. 

Mr. Simpson. Asa matter of fact, you have not doubled it 5 percent. 
You have not granted all the requests. 

Mr. Lanier. We have not granted that many requests. 

Mr. Stimpson. You have not granted all the requests by any means. 

Mr. Lanter. I would not be able to answer that because I could not 
tell you what was done in each county committee, or by the State 
committees. 

Mr. Simpson. I would not expect vou to have the details on that. 
The effect of it is that the farmer gets 2 higher price for his tobacco. 

Mr. Lanter. We certainly believe that this program has resulted 
in a better return to the grower; yes, sir. 

Mr. Simpson. The money to pay comes from the consumer of the 
cigarette, does it not? 

Mr. Lanier. Yes, sir. 

Mr. Simpson. Why should the consumer find himself in the middle 
of two artificial areas in which he is pinched? You have this artificial 
method by which the farmer receives more money than under the 
normal laws of competition he would get and then also the consumer 
cannot buy a product which he wants because of a law which denies 
him the right to buy the tobacco at the price the manufacturer wants 
to give it to him. 

Mr. Lanter. My answer to that would be that we people who farm— 
everything we buy we pay for under a system that has put the same 
artificial supports that we now put under tobacco. For everything we 
buy labor has a minimum price wage. 

In your industry you cannot buy on a free market because of high 
tariffs and if we have to buy on a market and we are consumers, too, 
we think that we have the same right to sell. 

Mr. Srupson. You think the tax laws should be so adjusted as to 
permit one group of people who want to buy the standard brand 
cigarettes to buy at a certain price and then to deny to another group 
of citizens the right to buy cigarettes at the price they want to buy? 
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Mr. Lanter. They have the option now, Mr. Simpson. 

Mr. Srupson. Not at the price the manufacturer wants to sell for. 

Mr. Lanier. I do not know what price he wants to sell for, but the 
price that he does sel] them for, any consumer Now has the choice of 
buying the standard brand quality cigarette or the low price less 
quality cigarette and there is a differential, but buy their own choice, 
and by the choice of 85 percent of the people in this country, they 
prefer to pay the extra price to get the quality cigarette. 

Mr. Simpson. Just as soon as you get a differential, as you suggested 
tminute ago,as much as 3.7 cents, the people buy the SO called economy 
brand cigarettes. 

Mr. Lanier. They did in days of depression whenever a nickel 
counted, but now it 1s a fact, I am sure, that the average I: iboring man 
in your district, my county, and up here running the elevators, are 
smoking these standard brands of their own free choice, rather thah 
fo save the 3 cents for the economy brands. 

Mr. Stmpeson. That is the whole point of our debate here. 

If you are not afraid he is going to buy the economy brand, you 
should not object to the bill. I say let us give the consumer what he 
wants at the price the manufacturer wants to sell it to him. I believe 
you told me a minute ago that there would be a big shift if this bill 
passed, 

Mr. Lanter. I was just going to say that we are very much afraid 
that with a differential in the tax of 2.8 cents, which would add to 
around 6 cents a pack, that there would be a substantial shift to the 
economy brands, espec li lly if these big compan ies go into that field 
with the power of advertising which, Was stated yesterday, is the 
method by which you se ll, It is the me shod by whic h the “y se ‘ll auto- 
mobiles, washing powders, shaving soap, and all of those things have 
gone into this vast field of advertising. 

1 do not know whether it is right or wrong, but it is a fact, and if 
the pressure from the big companies through their advertising should 
change to the economy brand cigarette I think there would be a very 
substantial shift to that field, and they cannot produce those ciga- 
rettes and sell them at 15 cents and pay us a living price for our 
tobacco. 

Mr. Stmrson. It looks to me as though you are not willing to give the 
consumer a break. 

Mr. Lanter. I am willing to give him a break in the same sense that 
he is willing to give us a break. 

Mr. Simpson. They have been giving you a break for a good many 
years, where you have been protected. 

They want to buy the tobacco that the manufacturer wants to give 
them. You have been keeping it from them. 

Mr. Lanter. No, sir; we think that he is buying a quality cigarette 
at this time. 

Mr. Simpson. I beg your pardon. He does not want to buy what 
you are calling a quality cigarette. He is willing to buy this other 
at the price the manufac turer wants to give him, and you do not want 
to do that. 

Mr. Lanter. We are perfectly willing to do that provided that you 
do not use the tax structure of this country to give them this p refer 
ential treatment. 





160 GRADUATED CIGARETTE TAX 


Mr. Simpson. We are using the tax structure today to keep the con- 
sumer from buying a cigarette at the price he w ants to, which is the 
price the manufacturer wants to sell it to him. 

We are using the tax structure to keep the consumer in my home- 
town from buying that cigarette if he wants to at the price the manu- 
facturer wants to give it tohim. What is wrong with that? 

Mr, Lanier. I would say in answer to that that if you want to give 


the consumer relief why not give it all to him and just take off 1 or 


2 cents and then let him still buy whichever cigarette he wants. 

Mr. Siupson. That is not an answer to my question at all. 

My thought is that the consumer back in Pennsylvania who wants 
to buy a cigarette which Mr. Stephano manufactures and is willing 
to sell to him for a certain price except for the fact that a quirk in 
the tax laws makes it impossible for him to do so, and I say that that 
is not free competition. That is using the tax laws to give a big 
advantage to the big tobacco manufacturing companies and they are 
using that to squeeze out the manufacturer of the cheaper brand 
cigarettes. 

That is not free competition. That is not right. 

Mr. Lanter. According to this analysis by this man Wootten, and 
they are authoritative figures so far as we are able to justify them, 
the American Tobacco Co. gained 8.8 percent last year in cigarette 
production. 

Reynolds, 3.1 percent. 

Liggett & Myers, 4.9 percent. 

P >hilip Morris, one of the so-called standard brands lost 6.4 percent. 

grown & Williamson, increased 8.8 percent. 

P. Lorillard, one of the smaller ones, increased 10.5 percent. 

Larus & Bro. remained the same. 

Benson & Hedges, a very small cigarette concern, gained 38.5 
percent. 

Stephano Bros. lost 22 percent. 

And all other manufacturers, the little ones, gained 66.7 percent in 
their cigarette production last year. 

Mr. Srupson. We can muddy the waters by talking about all kinds 
of cigarettes. I am talking about the economy brand cigarettes on 
which the sales have gone down, down, down. They have gone down 
solely because of the fact that the consumer who wants to buy them 

cannot buy them because our tax laws deny the manufacturer the 
right to sell the cigarette at the price he wants to sell it, and at the 
same time create a protection for the big manufacturers. 

Do you represent the big manufacturers in any way at all? 

Mr. Lanier. No, sir. 

Mr. Simpson. Do you speak for them? 

Mr. Lanter. I do not. 

Mr. Simpson. Do you know that they are interested in this legisla- 
tion at all? 

Mr. Lanter. I would think they would be, yes. 

Mr. Stwpson. Do you think they are for this legislation? 

Mr. Lanter. No, sir. 

Mr. Srmpson. Are they interested in paying higher prices for 
tobacco, or lower prices? 

Mr. Lanter. I couldn’t say that. They are interested in buying at 
the competitive market. 
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Mr. Stupson. How do you know they are against this bill? 

Mr. Lanter. I said I thought they were. 

Mr. Srmpson. Do you now have any knowledge at all? 

Mr. Lanier. I do not. 

Mr. Simpson. Do they not express themselves to your colleagues ¢ 

Mr. Lanier. To me? 

Mr. Sravreson. Yes. 

Mr. Lanier. No, sir. 

Mr. Stmpson. Are you fighting the battle for them to assure that 
they have the high-priced market ? 

Mr. Lanter. I have tried in all the years I have been before this 
committee, and I say it again, that I do not represent these big tobacco 
companies and that I am here doing the best I can to represent the 
farmers, the people who live with me, my neighbors, and the people 
who make their hving out of growing tobacco. 

Mr. Simpson. What is your business? 

Mr. Lanier. I have two businesses. One is farming. As to the 
other, I am executive secretary of the Leaf Tobacco Exporters Asso 
ciation, and general counsel. 

Mr. Simpson. Who are the Leaf Tobacco Exporters Association 

Mr. Lanier. I am going to try to tell you. They are people who 
buy and sell leaf tobacco, exporters. 

Mr. Simpson. How do they make their money 4 

Mr. Lanter. By the sale of leaf tobacco. They do not manufacture 
it. 

Mr. Simpson. Do they buy it as cheap as they can and sell it as 
high as they can ¢ 

Mr. Lanier. They do. 

Mr. Simpson. That is the way they make their money? 

Mr. Lanter. They are interested in foreign markets and my job 
with them is promotion and the furthering of the sale of leaf tobacco 
in foreign countries. 

Mr. Srmmpson. Who are the largest customers that they have / 

Mr. Lanier. What companies ¢ 

Mr. Srupeson. That is right. 

Mr. Lanter. | wouldn’t be able to give you the name, because they 
sell individually, and I don’t know. They sell it to anybody who will 
buy. 

Mr. Simpson. Do you not have any idea who their largest customers 
are ¢ 

Mr. Lanter. You mean that in a broad sense? 

Mr. Simpson. In a broad sense; yes. 

Mr. Lanter. In foreign countries / 

Mr. Simpson. No. 

Mr. Lanter. In this country? 

Mr. Stimpson. In the United States. 

Mr. Lanier. Oh, yes: in this country they buy more for Philip 
Morris. I would say Philip Morris is the largest customer that they 
have: yes. ; 

Mr. Simpson. Who are the others? 

Mr. Lanirr. They buy for Lorillard. They also buy it for all of 
these small manufacturers because the Stephano Bros., Larus & Bro., 
Benson & Hedges, do not have their own buyers on the market and 
they all buy through members of my organization. 
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Mr. Simpson. How about the Reynolds Co. ¢ 

Mr. Lanirr. They have their own buyers. So does American. So 
does Brow n & Williamson. and So does Liggett & Myers. 

American, Reynolds, and Brown & Williamson have their own 
buyers. 

Mr. Stuprsox. You do not know whether Philip Morris, the largest 
customer you people have, are for or against this bill? 

Mr. Lanier. I think they are against it. 

Mr. Simpson. Have they told anybody who has told you that they 
are against it ? 

Mr. Lanirr. No, sir. 

Mr. Simpson. Then, you are risking those people you represent in 
the warehouse in taking a position that may be antagonizing their 
best customer ? 

Mr. Lanier. Absolutely; I am. 

Mr. Simpson. I commend you on your sincerity on the matter. I 
repeat again that I do not quite understand why the big companies 
do not come in front of us and give us their position on this legislation. 

Mr. Lanier. I do not, either. 

Mr. Srupson. I regret it. 

That is all. 

The Cuairman. Mr. Boggs. 

Mr. Bocas. Mr. Lanier, what are the various areas in this country 
where leaf tobacco is produced ? 

Mr. Lanier. You mean cigarette tobacco? 

Mr. Boaes. Yes. ; 

Mr. Lanter. What we call the flue-cured tobacco is grown in Flor- 
ida, a little in Alabama, in Georgia, in South Carolina, and Virginia. 

That is the flue-cured. 

The burley tobacco is grown in Virginia, in North Carolina, in 
Tennessee, in Kentucky, in West Virginia, in Ohio, in Indiana, and 
some in Missouri. 

Mr. Boces. What is produced in Maryland? 

Mr. Lanier. A special type of tobacco known as the Maryland type. 
That also goes in cigarettes, about 5 percent. 

Mr. Bocas. Today you have represented here primarily North Caro- 
lina and Kentucky; is that right / 

Mr. Lanier. And Virginia. 

Mr. Boaes. And Virginia. 

Mr. Lanter. And South Carolina and Tennessee. 

Mr. Boees. Why is not Maryland represented here? 

Mr. Lanter. I don’t know, sir. 

Mr. Jenkins. Ohio is here, Mr. Boggs. 

Mr. Boaes. Is anybody here from Maryland? 

Was Maryland crop under the support program last year? 

Mr. Lanter. It was not last year. 

Mr. Boces. Why was it not under that program ? 

Mr. Lanter. Because the farmers voted it out. 

Mr. Boces. What happened ? 

Mr. Lanter. They are back asking that it be put back under the 
program. 

Mr. Boces. Why? 

Mr. Lanter. Because the prices dropped. 
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Mr. Boces. And they are now back asking that it be put back under 
the program ? 

Mr. Lanier. Mr. Boggs, there is a bill, I understand, that is before 
Congress now, asking that the sup port price program be put under 
the Maryland tobacco and that next year’s crop would be grown under 
the quota. 

Mr. Boggs. Why did they get out / 

Mr. Lanier. They voted it out. That’s the only reason I can give 
you. 

It took a two-thirds vote of the growers, and when they came up to 
this annual election two-thirds did not vote for it, and therefore it 
went out. 

Mr. Bocas. How many years were they out ¢ 

Mr. Lanter. One, is my recollection. 

Mr. Boaes. One year? 

Mr. Lanter. Yes, sir. 

Mr. Bocas. And their experience of 1 year behooves them to come 
back and ask to get back in? 

Mr. Lanter. That is correct. 

Mr. Boaes. So apparently they did not like being out ? 

Mr. Lanier. I am sure they didn’t. 

Mr. Boaas. You live in North Carolina? 

Mr. Lanter. All my life; yes, sir. 

Mr. Bocas. That is a nice place to live. 

Mr. Lanier. Thank you. We like your State, too. 

Mr. Boges. Thank you very much. We grow tobacco in my State. 
You did not mention that. 

Mr. Lanter. Yes, sir. You grow perique tobacco. 

Mr. Bocas. I just wanted to make sure you mentioned that. 

Mr. Lanter. Yes. It is a very highly centered and very rare to- 
bacco. 

Mr. Bocas. It is very good tobacco. It makes a very fine mix. I 
want to recommend it to some of the manufacturers around here. I 
know they are here. 

I want to ask you this hypothetical question : 

If I went to your great State of North Carolina and I wanted to 
buy some land, that is, farmland, what would be the difference in the 
price of an acre of land which had a quota assigned to it, as compared 
to an acre that did not have a quota / 

Mr. Lanter. I would say that the price in the tobacco area of a 
farm of 5 acres that had its tobacco on quota would bring from 2 to 3 
times as much as the farm that did not have a tobacco quota. 

Mr. Boaas. In the present market what would an acre of good 
tobacco land produce? 

Mr. Lanter. Well, if you took a farm of 100 acres of land and the 
tobacco acreage is 10 acres, that farm will bring from $25,000 to 
$30,000. 

Mr. Boces. How many acres? 

Mr. Lanier. Ten acres of tobacco allotment on a hundred acre farm. 

Mr. Boees. Suppose you did not have any tobacco allotment; what 
would that farm bring? 

Mr. Lanter. In the tobacco ares is, I would say it would bring from 
$10,000 to $15,000. 

Mr. Boces. About half as much ? 
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Mr. Lanter. Yes, sir. Those figures are just estimates. 

Mr. Boges. Let us say that I bought this hundred-acre farm that had 
no tobacco acreage, and I was a new customer. I was not the son, or 
the heir, or the relative of a tobacco farmer. What could I normally 
expect to get in the way of allotment of acreage ¢ 

Mr. Lanter. If that farm had a tobacco history 4 

Mr. Boaes. Suppose it did not have any. 

Mr. Lanier. Never had grown tobacco? 

Mr. Boces. It never had. 

Mr. Lanier. It had no equipment and no funds? 

Mr. Boges. It had no equipment, no funds, and no history. 

Mr. Lanier. I think one of the committees would say that your first 
allotment for the first year would be 3 acres, about 3 acres. 

Mr. Boaes. On a al -acre farm? 

Mr. Lanier. Yes, si 

Mr. Boces. Then oa at could I expect to get for the next year‘ 

Mr. Lanier. I would say that it would probably be increased an 
acre. I don’t think they deal in much less than an acre in making 
the allotments. 

Mr. Boces. So that the next year I would get 4 acres? 

Mr. Lanter. Yes. 

Mr. Boces. What could I hope to get eventually in the way of acres? 
Let us say that my neighbor who had a hundred-acre farm had 20 
acres of tobacco. Could I ever hope to get 20 acres / 

Mr. Lanier. Yes, sir. You could build up your acreage to where 
you would get 20 acres. 

Mr. Boaes. How long would that take ? 

Mr. Lanter. I couldn’t answer that. Carl? 

Mr. Hicks. That is a hypoth etical que stion. He asked me to an- 
swer. From my experience in my own county, I would say 10 acres. 
It all depends upon the average quota in that particular township. 
If the township average quota for those farms in th: - township started 
at a very low-le ‘vel quota, you would grow slowly, but if it started at 
a high level then as the law provides your acreage quota is supposed to 
be adjusted annually until you are in line with your quotas. 

Mr. Boges. I w anted to get back to Maryl and just a minute. Last 
vear when the farmers in Maryland: that is, the Maryland Tobacco 
Belt voted against the quota system, what happened in the way of 
production in Maryland ? 

Mr. Lanter. I would have to guess on that, Mr. Boggs. 

Mr. Boees. I wonder if the gentleman from Maryland could answer 
that. 

The CuarrMan. Will you give us your name, please, and your occu- 
pation ¢ 


STATEMENT OF C. R. MCNAMARA, BRYANTOWN, MD. 


Mr. McNamara. C. R. McNamara, tobacco farmer. 

The Cuarrman. Where do you live? 

Mr. McNamara. Bryantown, Md.; Charles County. 

Mr. Boges. In your State last year when the farmers voted to re- 
move the tobacco quotas, and not participate in the tobacco program, 
was there an increase in production in the Farm Belt? 
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Mr. McNamara. There has been a misunderstanding in the state 
ment here. Maryland was supported, but has never been under control. 

Mr. Bocas. Has never been under control / 

Mr. McNamara. Yes, sir. 

Mr. Boges. So what they were hoping to do was keep supports with- 
out the e ontrol ¢ 4 

Mr. McNamara. You are right: yes, sir. 

When they found out that they had to be controlled in order to keep 
support, or get support, the picture changed. We operated last year 
without support. Previous to that the Government had given us a 
3-year support without control. Then when we got on a percentage 
basis of 93 million, which I believe is the figure of stocks on hand, 
Maryland tobacco not moving, we were then placed in what is called a 
quota position whereby we had to vote for quotas in order to get our 
supports. 

Our market averaged, if my figures are correct, 48, I believe, under 
support without control. 

Last year without support we dropped to, I believe, forty-three- 
dollars-and-some-odd_ cents. 

Mr. Boecs. What was that in comparison with parity 4 

Mr. McNamara. In comparison to parity, 1 would have to guess 
at that. We were supported at 86 percent of parity instead of 90 
percent. 

Mr. Boces. What was that in comparison to 90? 

Mr. McNamara. I could be far off in my statement; I never figured, 
but I would say it would be around 67 or 68. 

Mr. Boces. Around 67 or 68 percent 4 

Mr. McNamara. Yes, sir. 

Mr. Boaes. Last year when you were not supported nor did you 
have any control, how many acres did you have of tobacco / 

Mr. McNamara. The tobacco production increased I believe from 
39 million to approximately 42 million. I believe that was the ap- 
proximate figure. 

Mr. Boses. ‘This year you voted to reinstate control 

Mr. McNamara. We have an unusual situation there due to the 
fact that we sell a crop of tobacco the year following production. 

Last December, we voted 1 year for supports and control on the 
crop that we are planting in May and June of this year, which will 
be supported next year. 

Mr. Bocas. Has that meant that the various committees which con- 
trol the program have gone out and made a census of the various 
farms in the area and allocated so many acres to each farm? 

Mr. McNamara. That is right. A 5-year history in the past on 
each individual farm is taken and the allotment is based on that. 

Mr. Boaes. How much reduction is that in acreage? 

Mr. McNamara. It has not meant any. 

If you will check the figures I think you will find that our alloca- 
tion is around 53,000 acres, more acres of Maryland tobacco than has 
ever been produced. Our normal production, I would say, is around 
46,000 acres. I might bea little bit high on'that. 

Mr. Boces. What is your support price now ? 

Mr. McNamara. The support price has not figured. Last year 
had it been supported we would have been supported at 54.8, I believe. 

Mr. Boces. I am talking about paritywise. 
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Mr. McNamara. Paritywise, that was at a 90 percent figure. We 
have never been supported at 90 percent. Our support has always 
been at 86 percent. 

Mr. Boaes. When vou go back under the program what will it be? 

Mr. McNamara. That will have to be determined after the law is 
passed. I could only guess on that. 

The January 1953 parity price for Maryland tobacco was 56.4 cents 
per pound. That is 1953. 

However, the support will have to be figured from the cost-of-living 
index at the cost the vear the crop was put in the ground and produced. 

Mr. Boccs. Would you say that the Maryland farmers had decided 
that free e ae ise was not such a good idea in the tobacco business! 

Mr. McNamara. I would say that they had that idea, but they have 
come right back tod: ay and dec ided j just the op posite. 

Mr. Boces. You mean they have decided against free enterprise / 

Mr. McNamara. I] wouldn’t say that, but there was a bill upstairs 
this morning in room 1310 asking for support on this ec rop that they 
voted against. 

Mr. Bocas. Who introduced that bill? 

Mr. McNamara. Mr. Small, of Maryland, I believe. 

Mr. Bocas. He is from the tobacco-growing district, is he not ? 

Mr. McNamara. Yes, sir. 

Mr. Bocas. Is that bill pes generally supported in the area ? 

Mr. McNamara. Yes, sir: by the Farm Bureau and by the farmers 
as a whole, even though they voted against it last year. 

There was a $5 million loss in the five producing counties in Mary- 
land last year from the year previous income to the farmers. 

Mr. Boees. This witness has been very helpful, Mr. Chairman. I 
appreciate his giving us this information. 

If you do not mind, I would like to ask Mr. Lanier one more ques- 
tion. 

The CnatrMan. We have quite a long list of witnesses and some, 
I know, are here from some distance and, of course, expect to get 
away. I want to be as generous as possible, and do not want to restrict 
any members of the committee. 

However, I want to accommodate these people by permitting them 
to testify. 

Mr. Boces. ‘Thank you, Mr. Chairman. I just have one or two more 
questions. 

Mr. McNamara. May I be excused ? 

Mr. Boces. Yes, sir. Thank you very much. You were quite 
helpful. 

Mr. Lanier, why, in your opinion, has the Department of Agricul- 
ture either favored this legislation or, to my knowledge, never opposed 
it ? 

Mr. Lanter. Why has not the Secretary of Agriculture favored it, 
or opposed it? 

Mr. Boces. Let me state my question another way. So far as the 
history of the Department of Agriculture is concerned, as of 1947, 
when Senator Anderson was Secretary of Agriculture, the Depart- 
ment of Agriculture specifically favored the enactment of the legisla- 
tion. Then in 1951 later on—I think Mr. Brannan was Secretary— 
they took no position one way or the other. 
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If this legislation was so detrimental to agriculture, would it not be 
logical to assume that the Department of Agriculture would be here 
opposing it ? 

Mr. Lanier. I don’t know that anyone has asked the present Secre- 
tary of Agriculture to take a position one way or the other on this. 

I do thing that it would probably be helpful to the committee if 
someone would request that he do that. 

Mr. Boaes. Have you personally in your capacity as the representa- 
tive of the farmers had any conversations with Secretary Benson? 

Mr. Lanter. No, sir; I have never met him, or seen him. 

Mr. Boces. You ought to make his acquaintance. He is a fine 
gentleman. 

Mr. Lanier. I hope to. 

Mr. Boces. Do you know of anyone wha has talked with him ? 

Mr. Lanier. To my knowledge, no one has, Mr. Boggs. I know 
of no one from the farming areas who has talked, so far as I know, to 
the Secretary of Agriculture about this. It has not come to my atten- 
tion if they have. 

Mr. Boaas. How about some of the other agencies, the Commodity 
Credit Corporation, for instance, which has a large stake in tobacco? 

Mr. Lanter. I never talked to them. 

Mr. Boces. So far as you know, the Department of Agriculture has 
no position on this legislation ? 

Mr. Lanter. So far as I know, they have not. 

Mr. Boaes. Despite the representations of the farmers that this 
legislation would be very detrimental to them? 

Mr. Lanier. As far as I know the Department of Agriculture has 
not taken any position, nor do I know of any attempt to get them to 
take a position. 

Mr. Boees. Thank you very much. 

The Cuarrman. Mr. Mason will inquire. 

Mr. Mason. I want to inquire of Mr. Clay. 

Mr. Clay, you presented a very comprehensive statement and it was 
a wonderfully well documented statement. 

Mr. Criay. Thank you, Mr. Mason. 

Mr. Mason. However, it did not touch upon the principle that is 
involved in this bill and the principle is tax on value versus tax on 
volume, shall we say. 

Now, under the present tax, according to the testimony of the op- 
ponents of this bill and the proponents of it, the present tax on volume 
does give an advantage to the standard-brand manufacturers and does 
penalize the manufacturers of the economy brands. 

Would you say that our tax system should give an advantage to one 
group of the some industry and put another group under a disad- 
vantage ¢ 

Mr. Cay. Mr. Mason, you have raised a very interesting and very 
important question whic h I am happy to try to deal with. 

Mr. Mason. Before you deal with it, sir, I want to say that as far 
as I am concerned big companies and little companies mean nothing. 

So far as [ am concerned standard-brand companies and economy- 
brand companies mean nothing. All I am interested in is the vital 
principle involved in this bill, and that is the reason I am asking you 
that question. 
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Mr. Cray. I respect your interest and I think the question which 
you raised, the issue which you present, should be of vital concern to 
every member of the committee, too, Mr. Mason. 

If we did not have any tax whatsoever upon the cigarettes there 
would be a retail difference of 3 cents a package in price. 

With a 3-cent differential such as we have today under our tax struc- 
ture, there is no great rush on the part of the public to buy cheap 
cigarettes. Under the proposed tax bill you would create an artificial 
difference in price between the 2 cigarettes of 5 cents a package instead 
of 3 cents a package. 

Mr. Mason, this bill has been quite inaccurately described as an 
ad valorem tax. It is not that at all. 

Mr. Mason. It is a partial tax upon value; not completely, of course. 
I understand that. 

Mr. Cuay. I would like to explain what I mean by that because I 
think its significance may have been overlooked to some extent. 

This committee as a whole would recognize that it would be utterly 
ridiculous to tax all trucks selling at less than $2,000 at $50, and all 
trucks selling at over $2,000 at $100. The trucks that sell at $2,001 
would be taxed double the trucks that sell at $2,000. 

Mr. Mason. Would it not be more ridiculous to tax all trucks re- 
gardless of value the same amount, $50 for all trucks ? 

Mr. Cuiay. Yes, it would indeed. 

Mr. Mason. And that is exactly what the present tax on cigarettes 
does in principle. 

Mr. Cray. It would indeed, because IT think on any product such as 
motor vehicles a graduated tax is absolutely correct in principle. I 
think it is an error to which many of us are often subject, of working 
from the general to particulars, and we get trapped. 

We are better off if we work from the particular to the general. 

There are many instances in which a flat tax is more applicable 
than a graduated tax. 

I think that is generally true on products that sell at a relatively 
nominal retail price. 

For that reason I think this committee is very wise to impose a 
uniform tax on quite a number of products, on tires, tubes, gasoline, 
cigarettes, distilled spirits, and I think it would be very hazardous 
indeed to disturb established economic relationships by departing 
from a tax structure which has been in effect for 40 years and ex- 
periment with something which undoubtedly would endanger the 
security of 750,000 farm families. 

Mr. Mason. Even if by disturbing an established practice that has 
been going on for 40 years, we know the results of that practice have 
been to stifle competition and to introduce a new practice which would 
at least tend to place both economy brand and standard brand ciga- 
rettes on the same competitive basis. 

Mr. Cuay. Mr. Mason, I respectfully disagree about the effect of 
the flat tax. It seems to me that the figures cited by Mr. Lanier es- 
tablish rather conclusively that we have had very serious competition 
in the cigarette business. It has not been stopped. We have had many 
new companies come into business. 

There have been more new companies coming in than companies 
going out. We have had some of the smaller manufacturers capturing 
an ever-increasing share of the market. It does not seem to me at all 
that this tax has stifled competition. 
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I admit that a flat tax does prevent the sale of the cheap cigarette 
at a 5-cent differential where it could capture a substantial share of 
the market, but it would amount to a subsidization of the cheap 
cigarette if you permitted a cheap cigarette selling at 15 cents to 
bear a tax of 5.8 cents and cigarettes selling two packs at 27 cents 
or 1314 cents to bear a tax of 8 cents a pack. That would be extremely 
inequitable. 

This bill is not an ad valorem tax bill. I do agree with you abso 
lutely that with most of our excise taxes the ad valorem principle is 
sound. 

I do not believe it is sound on tobacco. We have tried it in 11 out 
of the past 88 years, a graduated tax, and it has proved unsatis- 
factory. 

That is why for 77 out of the last 88 years we have had a uniform 
tax. It has been that way for the past 40 years, and I hope that this 
committee will not experiment with the economic fortunes of the 
farmers of this country. 

Mr. Mason. Mr. Clay, I notice a lot of these advocates for the 
cigarette tax structure today, the producers, are most of them smok 
ing cigars,-and I have been kind of grinning to myself all day about 
that. 

The cigars are taxed on a different basis from cigarettes and they 
seem to get along without too much trouble on that basis of taxation. 

Mr. Cray. There is some difference of opinion about that, too, Mr. 
Mason. The cloar sales in this country have clim bed dee idedly ancl 
one factor may have been that the tax structure has encour aged the 
sale of cheaper products. I mean by cheaper products not only prod 
ucts that are priced cheaper, but are of lower quality. 

Mr. Mason. That is all, Mr. Chairman. 

The Cuatrman. Are there any more questions? 

Mr. Sapiak. I would like to inquire. 

The Cnairman. Mr. Sadlak. 

Mr. Sapiak. I have a few questions before me which I had pre 
pared before we adjourned for lunch. However, before my few ques 
tions, with all deference to my friend and colleague, Mr. Jenkins, I am 
sure the growers who are gathered here today will contest when he 
states in his conclusions, Mr. Clay, that apparently there are no longer 
any hazards in the growing of tobacco. 

Mr. Cuay. There are many hazards in it, Mr. Sadlak. 

Mr. Sapiak. I am quite cognizant of that. Perhaps they do not 
have hail storms in the areas that we are dealing with today, but we 
certainly have them in Connecticut. 

Mr. Cray. We do have them in the tobacco-producing area, cer- 
iainly in Kentucky. 

Mr. Sapiak. You have hail storm insurance that did not have many 
years ago. 

Mr. Cuay. Yes. We also have hazards of disease and insects to con- 
tend with, and the weather is always with us, too. 

Mr. Sapiak. I think that might be brought to the : attention of our 
colleagues, Mr. Simpson and Mr. Boggs, if they are going to purchase 
those farms that they were talking about. 

Mr. Cray. Your comment is dec idedly apropos because I do not 
think they will come down and purchase those farms. 
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Farming has not been quite that profitable. I am sticking to the 
practice of law myself. 

Mr. Sapiax. My questions are not directed to you, Mr. Clay. They 
are directed to Mr. Lanier. 

After listening to his testimony I believe he is qualified to answer 
these questions. How large an acreage do you devote to tobacco pro- 
duction, Mr. Lanier? 

Mr. Lanter. AsI said before, I have 52 acres. 

Mr. Sapiakx. How many years have you been growing tobacco? 

Mr. Lanter. Twenty-seven years, in my own right. Before that I 
had some experience as trustee of a farm which carried over 30 years. 

Mr. Sapiax. What other products do you produce besides tobacco? 

Mr. Lanter. Some cotton and some corn. 

Mr. Sapiax. Have you always been able to obtain funds for the 
raising of tobacco or other produce ? 

Mr. Lanter. I have been able to obtain funds. Sometimes I have 
had a right hard time, but I have been able to do it. 

Mr. Saptax. How do you dispose of your tobacco? 

Mr. Lanier. It is all carried to the market, displayed on the ware- 
house floor in market baskets, and sold at auction to the highest 
bidder. 

Mr. Sapiak. Have you ever sold any of your crops directly from 
the field before maturing? 

Mr. Lanier. No, sir; 1 never have. 

Mr. Saptax. Do you now, or have you ever grown any tobacco to 
sell directly to a tobacco company ¢ 

Mr. Lanter. No, sir; that practice is not prevalent at all in the 
areas that we are talking of. No tobacco is sold directly to a com- 
pany. It isall sold on the auction floor, every pound of it. 

Mr. Sapnax. Mr. Clay’s statement which I have before me reads: 
“The association represents almost every domestic producer of burley 
tobacco.” What happens to the other producers in that area who 
are not members of your association ? 

Mr. Ciay. Mr. Sadlak, there are some warehousemen who do not 
belong to our association or any other association. I did not mean 
by that statement to infer that we are the only spokesmen for growers 
of burley tobacco. That certainly is not true. The Farm Bureau in 
our State of Kentucky is very active, has a very large membership, 
and speaks for the farmers also. We have a cooperative to which 
every burley producer in Kentucky belongs. Their attorney is here to 
testify today. He also speaks for all of the growers. 

They are represented by, you might say, three organizations in Ken- 
tucky. 

Mr. Saptax. To get back to Mr. Lanier. During your statement, 
Mr. Lanier, you stated that you were employed by the United States 
Department of Agriculture. What years were you there? 

Mr. Lanier. I came up in July, July 1, 1933, as a tobacco expert in 
the tobacco section of the United States Department of Agriculture 
and stayed 1 year in order to help develop a program for tobacco. 

Mr. Saptak. Then your entire career with the United States Depart- 
ment of Agriculture either here or back home was for only 1 year's 
duration ? Peer 
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Mr. Lanter. Yes, sir. I helped the Department in the auction and 
leaf-warehouse system under the NRA until the Supreme Court threw 
that out the window. 

Mr. Sapiak. Then my question is this: From your experience do 
the Big Four use rolled stems in their cigarette products / 

Mr. Lanier. I am not familiar with what goes on in a cigarette 
factory. My guess is that they do not use rolled stems. 

Mr. Saptax. What do you say they do with the stems? They 
purchase the crop. They purchase the entire crop, which includes 
the stems also. What do they do with the stems ¢ 

Mr. Lanier. Down in my country they will give you those stems. 
When we sell the tobacco there in the local communities a lot of stems 
are used to put on people’s lawns, and they let you haul them away 
for nothing? 

Mr. Sapiak. Are they purchased by the large tobacco companies ¢ 

Mr. Lanier. Some years ago they sold leaf stems to China to manu- 
facture a cheap cigarette. That was a small portion of your tobacco 
business. 

Mr. Srmpson. I understood Mr. Clay to say unequivocally that the 
economy-brand cigarettes used the stems out of which they made 
cigarettes. How do you know that ? 

Mr. Cray. That is my information. 

Mr. Stmpson. What is your information with respect to the stand- 
ard-brand manufacturers ? 

Mr. Cray. I have heard from equipment manufacturers that they 
sell rolling machines to Brown & Williamson Tobacco Co. 

Mr. Stmpson. That does not answer my question. 

Mr. Cray. I am not trying to evade your question. 

Mr. Stmpson. You made a charge. 

Mr. Cray. I have not recently been through the Reynolds tobacco 
factory, for instance. 

Mr. Stmpson. Have you been through Brown & Williamson ? 

Mr. Cray. No, sir. I have been through American. 

Mr. Stmerson. Who was it who told you that they used stems in 
making their cigarettes ? 

Mr. Cray. I don’t recall, sir. 

Mr. Stmpson. When was it? 

Mr. Cray. Within the last year. 

Mr. Stwpson. You do not know where or when ? 

Mr. Cray. No, sir. I have heard it from more than one source in 
the trade, Mr. Simpson. 

Mr. Srwpson. Did you not hear it with respect to the standard 
brands ? 

Mr. Cray. No, sir. 

Mr. Smwpson. What do they do with their stems? 

Mr. Cuay. To some extent they are sold for fertilizing purposes. 
I have been through their factory and I have never seen a stem rolled 
in the machines at the American Tobacco Co. 

Mr. Stmpson. What do they do with their stems? 

Mr. Cray. I don’t know. I am just a country lawyer. I live in 
Kentucky. 

Mr. Srupson. You are representing the warehousemen ? 

Mr. Cray. Yes, sir. 
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Mr. Siwpson. You were telling me that you knew what Brown & 
Williamson used. 

Mr. Cray. May I make a suggestion about that ? 

Mr. Simpson. Certainly. 

Mr. Cray. Perhaps the committee wanted to check my statement 
with the Department of Agriculture ¢ 

Mr. Srvpson. I am checking with you. You made the statement. 

Mr. Cray. Yes. sir; but I am not in a position to bring a micro- 
scope in here and prove it, but the Department of Agriculture can take 
these cigarettes and take the paper off of them, put them under a micro- 
scope, and you can find who is using stems and who is not. I do 
not havethat. I have not done that. 

Mr. Simpson. You made the charge and I assume somebody told you 
that. 

Mr. Cray. That is correct and if I am misinformed I will stand 
corrected, but I think that story, which is current, is true. 

Mr. Simpson. You have been alarmed at the people who buy the cig- 
arettes made out of stems which they roll, and that puzzles me. What 
is the harm in a free open market with which to do it in? You turn 
around and say that the stems are so much better that you get higher 
prices for them. Which do you mean ? 

Mr. Ciay. Mr. Simpson, there is one thing I can prove and have 
proven and that is that the leaf cost of the standard brand is $2 per 
thousand as compared to the leaf cost of less than $1 per thousand for 
the cheap cigarette. I do not think that anybody can bring in any 
evidence to contradict. that. 

Mr. Stupson. You brought up the OPS. They have been discred- 
ited time after time in this country of ours. 

Mr. Cray. Let’s don’t rely on the OPS then, Mr. Simpson. Let’s 
rely upon the statement of Mr. Wood of Stephano who was here yes- 
terday and testified that his leaf cost was 40 percent of list less dis- 
count and taxes and that computes out to be 89.2 cents per thousand. 

Mr. Simpson. That means that a small and independent company 
trying to break into the big cigarette market against whom the big 
companies have been fighting year after year cannot afford to ad- 
vertise, cannot afford to buy most modern equipment, and cannot 
keep their labor costs down as they do in the southern mills of the big 
tobacco companies. It simply means that the proportion of cost of 
overhead, the cost of labor, and so on in Philadelphia, Pa., where the 
Stephano cigarette is made is so high that the tobacco represents a 
smaller fraction of the cost. That is all that proves. 

Mr. Cray. It does prove that they don’t use as high a priced tobacco. 

Mr. Srreson. It does not prove that. It proves that the overhead is 
high in proportion to the cost. 

Mr. Cray. I am talking about the tobacco cost alone. They pay 
less than 50 percent. 

Mr. Stupson. For what ? 

Mr. Cray. For the leaf of tobacco that goes into their cigarettes, 
and I cannot feel sorry for Stephano anyhow because, after all, one 
time they were perhaps the largest cigarette manufacturer in this 
country. They were certainly one -} the largest. They just missed 
the boat when the American public changed from Turkish cigarettes 
to our domestic brands. They did not get in on the act. If they had 
gotten in on the act. they would not be here with their troubles today. 
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I do not think the tax should be designed to help some one meet the 
competition who missed the boat. 

Mr. Simrson. You do not want any competition. 

Mr. Cray. Yes, I want competition, but I want competition among 
companies of the higher quality tobaccos that we are learning to pro 
duce through our research departme nts in our de spartinents of agr 
culture in our State colleges, and in all of our State universities in 
these tobacco States we have research departments trying to help 
us develop a plant that will have more of the better quality tobacco 
on it, 

Mr. SIMPSON. They have a closed shop against its use anyway. 

Mr. Cray. We do not have a closed shop. You have three ways in 
which you can get in the tobacco produc Lng business. You can buy a 
farm with a tobacco quota. You can raise tobacco without a quota. 

Mr. Srupson. Isa farm with a quota worth more money than farms 
without a quota? 

Mr. Cuay. Yes, sir. 

Mr. Simpson. A farm with a quota is worth more than one without 
a quota ¢ 

Mr. Cuay. Yes, sit 

Mr. Stupson. Is that fair to the man who owns a farm without a 
quota? His land is just as good. 

Mr. Cray. It is just as fair as a factory with machinery is worth 
more than a factory without machinery. 

Mr. Stupson. I can start a factory if I have the capital right along- 
side — one. 

Mr. Cray. If you have a factory you can adjust your production 
when your sales are climbing and all the farmers have asked Congress 
to do and all that Congress had done to them is to give them the same 
power the manufacturer has to adjust our production of sales. We 
don’t have any closed shop. We have only the same powers today that 
the manufacturer alone had years ago. 

Mr. Boges. Will you yiel I to me? 

Mr. Sumpson. Yes. 

Mr. Boces. You heard the testimony of the gentleman from Mary- 
land, did you not? 

Mr. Ciay. Yes, sir. 

Mr. Boces. That gentleman testified that the minute they went 
from under the support program the price of tobacco in Maryland 
went down to, I think he said, about 60 percent of parity. 

Mr. Cray. Yes, sir. 

Mr. Boages. Did he not so testify ¢ 

Mr. Ciay. Yes, sir. 

Mr. Boces. That happened last year, did it not ? 

Mr. Ciay. Yes, sir. 

Mr. Bocas. The existing tax legislation on tobacco was in effect then, 
was it not? 

Mr. Ciay. Yes, sir. 

Mr. Boces. So that economy-brand cigarettes or economy-brand 
cigarette legislation had nothing to do with it¢ 

“Mr. Cuay. No, sir, but no telling what would have happened if we 
had had this graduated-tax law in effect last year. 
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Mr. Boces. Yes; but the point is your whole case has been that if 
this bill is enacted the price of tobacco will go down something 
awful. 

Mr. Cray. Yes, sir. 

Mr. Bocas. Yet here we have a case without this bill being enacted, 
without it being in force or effect, and in the State of Maryland last 
year they got out from under the Government’s program and the price 
went very low, indeed. 

Mr. Ciay. Mr. Boggs, we have never once contended that Federal 
taxation has enabled us to get an adequate price for our tobacco. We 
know that our success in marketing tobacco today is dependent upon 
our crop contro] and our parity program. 

Mr. Bocas. Your success is dependent upon crop control and the 
parity program and this economy-brand cigarette bill does not have 
anything to do with it ? 

Mr. Cray. It has this to do with it: That this parity price which we 
talked about so much here is actually broken down by grade between 
the better quality grade and down to lower quality grades. Now, our 
better quality grades fell at a sum substantially in excess of parity, 
but our lower quality ¢ orades fell pretty close to parity. If you adopt 
this bill and encourage manufacturers to buy our lower quality grades, 
our market average can decline below 90 percent of parity even while 
the parity program is in effect. 

Mr. Boaes. We did not bring down the Maryland tobacco. 

Mr. Cray. No, sir. 

Mr. Bocas. Did it decline generally all the way down on all grades, 
or was it limited to a few grades? 

Mr. Cuiay. I am from Kentucky. I don’t know. You will have to 
ask this gentleman from Maryland. Presumably it would be a gen 
eral decline on all grades. 

Mr. Boces. The only point I wanted to make, Mr. Clay, is that here 
isa situation where a tobacco-growing area of considerable significance 
in this country voluntarily withdrew from the support program. The 
result of it was that the price of tobacco declined to such an extent that 
they are back before Congress with their Congressman sponsoring a 
bill asking to get back under the program and that happened without 
any economy-brand legislation being on the books. 

Mr. Ciay. We are not blaming that on you, Mr. Boggs. 

Mr. Boaes. I am glad of that. 

Mr. Jenktns (presiding). Are there any other questions? Mr. 
Baker. 

Mr. Baker. Let us take a nine-tenths-of-an-acre allotment. You 
raise this tobacco and move it into the warehouse. This tobacco is 
inspected by the Government inspector. Is the tobacco separated by 
the Government inspector according to value or do all grades go into 
one basket ? 

Mr, Lanter. The farmer on the farm separates it, separates the 
leaves in the different grades, that is, good, bad, and indifferent. 

Mr. Baxer. According to his judgment ? 

Mr. Lanier. According to his judgment as to which are the good 
vrades, which are the dark grades, and which are the green gr ades. 
He then puts the good grades into one basket, the green gr: ades in 
another basket, and the black grades in another. He takes them and 
displays them on the warehouse floor and they are sold that way. 
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Mr. Baxer. These three grades are then subject to inspection by 
the Government inspector ? 

Mr. Lanier. The Government inspector, prior to the auction sale, 
examines eac = basket and places his judgment as to that grade it falls 
in, B-2-L, or B-3-L, or B-4+-L, for example, and e: ach grade has 
already oes can a support price by the Department of Agricul- 
ture, so if he grades it in the B-4_L, we will say, then the support price 
will be 48 cents on that basket. If he grades it B-1-L, which is a 
better grade, the support price may be 55 cents and it cannot sell below 
the support price an each basket of tobacco. Those support-price 
grades are arrived at under the theory that if the Government were 
to take every grade at this support price the sum total would be a 
price that would be 90 percent of the parity-price average. 

Mr. Baker. Is the price of all tobacco supported ¢ 

Mr. Lanter. No, sir. 

Mr. Baker. Explain that, please. 

Mr. Lanier. Lower grades of tobacco, that is, the kind that the 
Government grader figures is not too good tobacco, has no support 
price. 

Mr. Baxer. Is it on the floor? 

Mr. Lanter. It is on the floor but they mark it “Q,” or they have 
their own markings, and when they determine that, either because 
in burley it was frostbitten, I believe they call it, or because it was 
damaged or what, then the Government inspector marks it “Q,” or 
some figure on it, some symbol and that tobacco does not carry any 
support. 

Mr. Baxrr. Do people buy it? 

Mr. Lanier. Yes, sir; they buy it at a price. 

Mr. Baker. That is, representatives of tobacco companies buy it? 

Mr. Lanier. Yes, sir. Some of it is passed, as we call it. It does 
not sell. If it is too bad to be used for any purpose then it is not sold, 
and it is just thrown away. 

Mr. Baxer, Taking the first two grades, we will say, the top and 
medium, out on the farm where the farmer gets his crop, what percent- 
age of this nine-tenths-of-an-acre would go into the top and what 
percentage would go in the grade below it, with reasonably prepared 
soil and reasonable conditions? 

Mr. Lanter. Under normal conditions, as the result of my expe- 
rience in flue-cured—that is the kind that we grow down in the Caro- 
linas—we would grade approximately half of it in the top grades, 
and then you would have the medium grade and the throwouts would 
be the lowest of the three. 

Mr. Baker. Would you say 30 percent as to the medium, or 40 per- 
cent ? 

Mr. Lanter. It would probably run 50, 30, and 20. I am guessing 
at that. Last year, that would not apply at all because a great deal 
of the tobacco on account of drought fell into the lower quality grades. 

Mr. Baker. Still on this same question, concerning the yield on this 
nine-tenths of an acre, what is the spread in price or yield between 
this 50 percent of top grade and the other two grades? 

Mr. Lanter. In the flue-cured area the lowest grade that was sup- 
ported this year was supported at 16 cents a pound and the highest 
grade, to my recollection, was supported at 71 cents a pound. I think 
that is correct. 
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Mr. Baker. That would still be 10 percent under the presumable 
selling price. 

Mr. Lanter. That is 90 percent of parity. 

Mr. Baker. Do those grades just happen! Suppose you are down 
in the mountains some place. What determines the percentage of 
upper grades if you get more of that than others? 

Mr. Lanter. We think that good farming practices has a great deal 
to do with it but, on the other hand, you can be the best farmer in 
the world and if you have too little rain there is nothing you can do 
about it; the crop will be a partial failure. 

Mr. Baxer. Of course, it is apparent that the farmer depends upon 
that top grade to get his real buying. 

Mr. Lanier. That is certainly so. We can’t make a living out of 
the skimmed milk. 

Mr. Jenkins. Are there any further questions? 

Mr. Lanter. Shall I call the next three witnesses ? 

Mr. Jenkins. Yes. 

Mr. Lanter. Mr. John M. Berry, Mr. Harry B. Caldwell, and Mr. 
Fred S. Royster. 

Mr. Jenkins. Let us get your names now. Who is Mr. Berry ? 

Mr. Berry. I am John M. Berry. 

Mr. Jenkins. From Lexington, Ky. Who is Mr. Caldwell? 

Mr. Catpwe.i. I am Harry B. Caldwell from North Carolina. 

Mr. Jenxrns. Mr. Royster / 

Mr. Roysrer. Fred S. Royster of North Carolina. 

Mr. Jenkins. Do you want to go first with your statement, Mr. 
Berry ¢ 

Mr. Berry. Yes, sir. Iam perfectly willing to go first. 

Mr. Jenkins. All right: Mr. Berry of Lexington, Ky., is recognized. 


STATEMENT OF JOHN M. BERRY, VICE PRESIDENT OF THE BURLEY 
TOBACCO GROWERS COOPERATIVE ASSOCIATION, LEXINGTON, 
KY. 


Mr. Berry. Mr. Chairman and gentlemen of the committee, my 
name is John M. Berry and I am appearing here today and making a 
statement in the name and on behalf of the Burley Tobacco Growers 
Cooperative Association of Lexington, Ky., of which I am the vice 
president. 

Before beginning my statement, I wanted to file in the record a 
resolution which was adopted here in the city of Washington, D. C., on 
the 11th day of February 1953, relative to this proposed tax. It is 
signed by the Western Dark Fired Tobacco Growers Association of 
Kentucky, the Eastern Dark Fired Tobacco Growers Association 
of Tennessee, the Stemming District Tobacco Growers Association 
of Kentucky, the Burley Auction Warehouse Association of Kentucky, 
the Virginia Burley Tobacco Growers Cooperative Association of 
Virginia, the Burley Tobacco Growers Cooperative Association of 
Kentucky, the Maryland Tobacco Cooperative, Inc. of Maryland, the 
Maryland Tobacco Growers Association of Maryland, and the Vir- 
ginia Dark Fired Tobacco Growers Association of Virginia. 

The CuHarrMan. Without objection, it is so ordered. 
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(The resolution referred to is as follows:) 


RESOLUTION 


Whereas there are pending before the Ways and Means Committee of the 
United States House of Representatives, two bills: H. R. 1221 and H. R. 1417, 
which propose a graduated or ad valorem tax on cigarettes in lieu of the present 
uniform tax based upon quantity or volume; and 

Whereas the levy of a graduated tax on cigarettes will operate to favor or 
prefer the manufacturers of the so-called economy brands over the manufac 
turers of popular brands and thus in this field impede and restrict the full and 
complete working of our traditional American system of free, competitive enter- 
prise; and 

Whereas less than 1 percent of the total volume of cigarette sales is repre 
sented by the economy brands which are manufactured from the cheaper low 
priced tobaccos as contrasted with more than 99 percent of the total volume of 
cigarette sales represented by the standard or popular brands which are manu- 
factured from the higher quality and costlier tobaccos ; and 

Whereas the end effect of the levy of a graduated tax in lieu of the present 
uniform tax will be lower prices to the tobacco farmer and less revenue to the 
United States Government: Now, therefore, be it 

Resolved by the undersigned associations of tobacco growers, warehousemen, 
and. dealers, That they oppose the proposed graduated tax on cigarettes as being 
preferential and discriminatory among manufacturers of the sume class; as a 
certain depressant of the price the American tobacco farmer will receive for 
his product in the market; and as a tax that will result in less revenue to the 
United States Government 

Submitted and adopted at a meeting held in Washington, D. C., this 11th day 
f February 1953 

Western Dark Fired Tobacco Growers Association, Murray, Ky. (by 
Holmes Ellis, General Manager); Eastern Dark Fired Tobacco 
Growers Association, Springfield, Tenn. (by 8. D. Broadbent, 
president); Stemming District Tobacco Growers Association, 
Henderson, Ky. (by €. W. Maloney, president; Burley Auction 
Warehouse Association, Mt. Sterling, Ky. (by Albert G. Clay, 
President) ; Virginia Burley Tobacco Growers Cooperative Asso- 
ciation, Abingdon, Va. (by Claude P. Bordwine, Secretary-Treas- 
urer) ; Burley Tobacco Growers Cooperative Association, Lexing- 
ton, Ky. (by Jno. W. Jones, President); Maryland Tobacco Co 
operative, Ine., Upper Marlboro, Md. (by John B. Morsell, 
President) ; Maryland Tobaeco Growers Association (by Walter 
W. Bowling, Sr., President); Virginia Dark Fired Tobacco 
Growers Association, Farmville, Va. (by Thomas B. Hall, 
Manager). 


Mr. Berry. That resolution, Mr. Chairman, was adopted at a meet- 
ing of representatives of those associations and without a dissenting 
voice. The Burley Leaf Tobacco Dealers Association of Kentucky at 
a meeting subsequent to that date adopted the identical resolution. 

In this period of high wage levels, declining farm income, and 
burdensome budgetary requirements, it cannot be claimed that there is 
a justifiable demand from any source for a graduated tax on cigarettes 
as proposed by H. R. 1417. 

The consumption of cigarettes is at the all-time high of 435 billions 
per annum and a sizable portion of that. consumption is accounted for 
by employed labor. Some may contend that the laboring man wants 
and is entitled to cheaper cigarettes and even that it is the Govern- 
ment’s duty through the process of taxation to provide cheaper ciga- 
rettes for him, but obviously that contention is without any founda- 
tion in fact, for any observing person knows that a laboring man is 
never penurious about his smokes. 
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In industrial areas why should he be when his wage in most in- 
stances is very substantii ally above, if not multiples of the minimum of 
75 cents an hour. Even the farm worker whose maximum pay does 
not approach the minimum wage guaranteed to labor, would not 
think of using cheaper smokes or brands. In fact, he disdains such 
penury when it involves the restful indulgence of cigarettes. I have 
not seen a laboring man in the field, or in the fac tory, smoking any of 
the so-called economy cigarettes... I might add that I have not seen 
but one man in 10 years smoking a roll- your-own cigarette and he 
happened to be an old smoker. It seems obvious, therefore, why such 
brands account for less than 1 percent of the total volume of cigarette 
sales in this country. 

The 435 billion cigarettes consumed in 1952, 99 percent of which 
were standard and king sized brands, make the market for three types 
of American grown tobacco, namely, burley, flue-cured, and Maryland, 
and, as a matter of simple economics, any action by the Government 
which will operate to decrease the use of the overwhelmingly pre- 
ponderant class of cigarettes and increase the use of the class that 

presently is negligible will affect adversely the farmer’s market and 
a directly upon the price and income he receives. 

A balanced budget is the imperative need of a sound fiscal policy in 
this country and it is the exacting responsibility of those charged with 
administration of government. 

Tobacco growers are as conscious as any group, or segment, of our 
population of their Government’s needs, and out of an abiding de- 
pendable sense of patriotic obligation ask no favors in these stressful 
times, but not without protest “will they suffer discriminations and 
preferences by their Government which work to their disadvantage and 
injury. They possess no power save the right respectfully to oppose 
with their aggregate strength every such proposal. With increasing 
gratitude as plain American citizens they come again to representa- 
tives of their Government presenting their views in opposition to the 
proposal in H. R. 1417 because it touches and adversely affects their 
interests. They cherish the fact that the position they take and the 
information they bring will be accorded characteristically unbiased 
and studious audience by this committee. In this bill our interest is 
not remote or indirect, but proximate and direct. 

The tobacco farmers of this country who produce cigarette types of 
tobacco know that in the market place the manufacturers of the costlier 
popular brands of cigarettes, representing more than 99 percent of the 
total domestic usings, buy their tobaccos ‘for the manufacture of ¢ iga- 
rettes at those prices which make the high crop average; and they know 
at once that but for the use of their product in cigarettes, and in the 
popular brands, the prices for the bulk of their crop would be dis- 
tressingly low. And the fear of low prices haunts the memory of 
every tobacco grower. 

The old and established manufacturers of the popular and costlier 
brands of cigarettes naturally are jealous of their position in the com- 
petitive American market; and are zealous always, as every enter- 
prising person or business is, to effect. savings on any account, be it in 
the cost of raw materials, the costs of operation, or the costs to them 
of government, and it would be vain to think that they would not em- 
ploy every conceivable plan and process to protect and safeguard their 
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interests in these particulars. By the proposal in this bill the Govern 
ment would invite their doing so. 

There has been manifest a curiosity here today and yesterday as to 
the failure of represents itives or any represents itives to ap pear on 
behalf of the Big Four or the Big Five or the Big Six in opposition 
to this bill. My “belief in ‘a at connection is that they do not appear, 
perhaps for a very minor reason, and that is that they are probably 
gun shy, but a more important reason is that I do not believe that they 

care one bit whether this bill is passed or is not passed. I think they 
are prepared and I think they will enter the economy brand field and 
take care of themselves adequately and successfully as they have been 
able to do in the competitive American market through the vears. 

Sut it is not the interest of the manufacturers that I would serve, 
but rather the interest of the tobacco growers that I would preserve, 
and if this bill is enacted into law certain foreseeable consequences 
are inevitable. 

The manufacturers of the popular brands of cigarettes will enter 
the economy brand field. In fact, some of us have information that 
two of the major companies : are pre pared at the present time with per 
fected formulas and selected names to begin immediate ly the manu 
facture of economy cigarettes once this bill becomes law. That will 
mean that sales pressure behind the standard brands will be lessened 
and diverted to the competitive new economy brands. Obviously, the 
sale of cigarettes will reflect the pressure and we shall see within a 
short time the economy brands representing possibly 25 percent. of 
the market. To the tobacco grower this means but one thing—less 
money tohim. He foresees that the manufacturers will buy the higher 
qui ality grades of tobacco at much lower price for use in the economy 
brands, or will substitute che: aper quality tobaccos at very much lower 
prices to the grower for use in standard brands, and thus enable them- 
selves to produce cigarettes with which they will maintain their posi- 
tion in the competitive market. The trend that will be thus produced 
is dangerous and fraught with consequences of disaster to the grower 
for it could mean that all cigarettes would ultimately fall pricewise, 
if not quality wise, into the so-called economy brand canara 

I understand from the economy brand manufacturers who have 
appeared here this year an d who have apper ared | nere nial that 
they do not admit that there is any difference in the quality of the 
econony brand ce 1a irette and the standard brand cigarette. 

The demand for the choice and costlier tobaecos will decline and 
hence pile up under commodity loans and become competitive with 
stocks still producer owned which are in substantial quantities and 
which hi ave been acquired al high loan leve ls. Presently the Burley 
Tobacco Growers Association of Kentucky has in its stock 160 million 
pounds of tobacco, 80 million pounds of which was acquired in the 
last. season. 

It is estimated by competent authority that if the excise tax on 
economy brand cigarettes is reduced to $2.90 temporarily and ulti- 
mately to $2.45 per thousand, as proposed in this bill, such cigarettes 
will capture 25 percent of the market with a resulting loss to the Gov- 
ernment of $90 million in revenue. Another competent authority 
estimates that 20 percent of the cigarette business will go into economy 
brands with a loss to the Government based upon present consumption 
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of $90 million in revenue. The first estimate was an estimate made 2 
years ago. The latter estimate is a current one. 

If either of those predictions is extravagant, certainly it is a safe 
estimate to say that the cheaper brands would capture 15 percent 
of he market and in that case the Government would lose at least $50 
million in revenue. 

Manifestly here are two points of very substantial interest to the 
Government, namely : loss on Joan stocks of tobacco and loss of revenue 
from cigarettes. 

The Congress and the public are agitated over the issue of income 
tax reduction. While desirable, such relief seems not expedient at this 
time. Many tobacco farmers would welcome that relief, but all op- 
pose the tax reduction proposed in this bill which would amount to 
Government subsidy of one group of manufacturers against the 
other. 

It would set up an unwarranted classification of small cigarettes 
based upon retail price when the two classes compete in the same 
market and cater to the same craving taste. Each of them would 
displace the other and are competitors. The Government should treat 
them as equals and not, in a period of alleged economic freedom, sub- 
sidize the one and burden the other by invoking a sales tax under the 
pretext of adjusting an excise tax. 

Doubtless it has been argued before this committee that the rights 
and interests of small business people and small manufacturers are 
involved—and T heard this argument since yesterday—and that this 
measure would afford some advantage to them in entering and becom- 
ing established in the field of cigarette manufacture. If the interest 
of small manuafcturers, three of them, should be of concern to the 
Government in this instance, then the aggregate rights and interests 
of hundreds of thousands of small-business people growing tobacco 
in the burley, flue-cured and Maryland areas are of outweighing 
significance. I speak for more than 250,000 of such small- business 
people, the membership in 5 States of the Burley Tobacco Growers 
Cooperative Association of Kentucky, Ohio, Indiana, Missouri, and 
West Virginia. 

The CHamman. Any questions? 

Mr. Stmpsox. On this $90,000,000, Mr. Berry, you say that if 25 
percent of the people shifted to buying economy brand cigarettes, 
the Treasury would lose $90,000,000, is that right ? 

Mr. Berry. That is what I understand, sir. 

Mr. Sturson. Who would have the $90,000,000? Would the tax- 
pavers have it? 

Mr. Berry. Some of the consumers might have it. 

Mr. Stupson. Well, they would all have it, because they would not 
pay any taxes. 

Mr. Berry. My opinion is that they are not clamoring for the re- 
trievement of that $90,000,000 so much as the Government is clamoring 
for the right to retain it. 

Mr. Stmpson. I asked you who would have the $90,000,000. 

Mr. Berry. The consumers. 

Mr. Srmpson. If the consumers buy the cigarette at 5 cents a package 
less, which is the price the manufacturer wants to sell it to him and 
the consumer wants to buy it, who will have the 5 cents per package 
in his pocket ? 
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Mr. Berry. The consumer would save that. 

Mr. Simpson. What do you have against letting the consumer have 
that money ? 

Mr. Berry. Mr. Simpson, I have nothing against the consumer hav 
ing as cheap a product as the American market will afford him. But 
I h: ave strenuous objection, sir, to the Government se ‘tting up 2 classes 
of buyers in the free competitive market, and burdening 1. 

Mr. Simpson. Where is the free competitive market you are talking 
about, the farmers ? 

Mr. Berry. I am talking about the free action market in the sale 
of burley tobacco in Kentucky, where they come in, tax-wise, on an 
equal footing and each stands there in his own right and buys at the 
price at which it is obtainable, the tobacco that the farmers I represent 
offer. 

Mr. Srurson. Are you the only one that believes the tax should be 
the same on a Ford as on a Cadillac? 

Mr. Berry. I think there is a vast ‘diliitatiee 

Mr. Simpson. What is it / 

Mr. Berry. I think the cost per unit in the instance of the auto 
mobile makes a far different case to the cost itself per unit of cigarettes. 

Mr. Simpson. What do you mean by that ¢ 

Mr. Berry. You are talking about the consumer here. The fact 
is that the consumer is not raising any holler or any clamor about 
the cost of cigarettes to him. In fact, there is available to him in 
the present market the so-called economy cigarettes. I will assume 
they are of as good quality as the standard brands and ostensibly 
as the manufacturers represent. They are available at a much less 
price. Yet Brown & Williamson, with its Avalons and Kings, in 
1952, did not increase their sales by any amount, according to the 
best authority. 

Now, if they were so desirable, pricewise, it seem to me _ that 
some segment of the public, either the laboring man or the field 
worker or the white collar man or the rich man, would have been 
in their availing himself of the benefit of the price advantage that 
exists with respect to those two brands of tobacco. 

Mr. Simpson. I not mean to beg the question. He has freely 
admitted that, No. 1, the differential in retail price is not suflicient to 
attract the consumer from the highly advertised standard brand cig- 
arettes. You know the effect of advertising. It is contended that 
the tax laws deny the manufacturer the right to sell that cigarette 
at a price he wants to, by imposing a much higher percentage tax 
upon his product than on the product of the standard brands. Now, 
all he asks is to substantially equalize the tax levied by the Federal 
Government upon the wholesale price of the cigarettes as sold. 

Mr. Berry. My reaction to sade question, or your statement, is that 
I should admit that the plea made here has the theme that the tax 
rate as levied precludes certain small manufacturers from entering 
the field of manufacturing and selling cigarettes. Now, the fact is 
that those who have appeared here are in the cigarette business, and 
the cigarettes that they manufacture, other than their so-called econ- 
omy cigarettes, enjoyed last year an .8 percent increase in use. 

The other aspect of your statement, with respect to the flat tax, 
our position is this: That historically we have had so-called excise 
or use taxes in this country which have had the unique characteristic 
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of being flat or level or the same per unit. I am still for the excise 
tax as a revenue raising measure, but if we are going to abondon that 
historical concept of the excise tax, let us no longer call it an excise 
tax but call it a graduated tax, or call it a sales tax, or call it by 
some other name. I have sought in vain to find any definition of 
the excise tax that has a qualification that permits inclusion of the 
term of a graduated or a sales tax. 

Mr. Simpson. My response is that the way the tax laws are drawn, 
basing the tax upon the number of cigarettes that are made, does 
not take into consideration the fact that the cost at which the manu- 
facurer wants to sell his product is substantially more or less than 
another one chooses to sell his. I say that that means our tax laws 
are behind free competition in this market, and in doing so, it is elim- 
inating the possibility of a cheaper cigarette to the consumer which 
he wants. 

Mr. Berry. It is quite probable that great merit would be in argu- 
ment in support of that position. But I am concerned about a free, 
competitive market when I take my tobacco to the auction floor. I 
want to think and I want to know that the buyers come there in that 
market to buy my tobacco on an equal footing and that there shall not 
be a differential between them, mind you, of 36.6 cents per pound, or 
for 3 pounds $1.10, as a matter of fact, or 36.6 cents a pound. 

Mr. Simpson. Who are these ¢ itinaniien that are going to come out 
with the economy brand cigarettes? You say you have information 
who two of the major companies are. 

Mr. Berry. I understand American is prepared to come into the 
market with their old economy cigarette, which they called 111. 

Mr. Srrson. Have they told you so? 

Mr. Berry. They have not told me so, no, sir, and I do not represent 
them, sir, or any of the rest of them. I represent only the tobacco 
growers of whom I am one. 

Mr. Simpson. Do you know whether they favor this legislation or 
oppose it ¢ 

Mr. Berry. My opinion is that they do not care whether this bill 
passes or is defeated. My reason for believing that is that they have 
been able to take care of themselves in the free competitive market in 
America for all the time of their existence. If you want to change 
the competitive basis, tax-wise, I think they can enter the field of 
economy brand and take care of themselves very well. 

Mr. Simpson. Is that your considered action, that you think they 
do not care whether this bill passes or not ? 

Mr. Berry. I do not think they care, no, sir, because I think they 
are interested in profits on cigarettes. 

Mr. Simpson. You have no doubt about that, do you? 

Mr. Berry. I have no doubt in the world about it. 

Mr. Stmrson. You are interested in profit for the burley producer, 
are you not? 

Mr. Berry. Very definitely so. 

Mr.:Simpson. Are you willing to recommend a policy of govern- 
ment. which eliminates c ompetition in order to get that better price? 

Mr. Berry. No, sir. Iam recommending to ‘this committee a policy 
of government which insures free competition in the market. But if 
you burden me, if I were a buyer, with a tax differential that amounts 
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to $36.60 a hundred, as a purchaser of tobaeco, I would not consider 
that a free competitive market. 

Mr. Smpeson. Well, you would have more customers. Are you 
afraid of them? 

Mr. Berry. Iam glad that question has arisen. 

Mr. Simpson. Are you afraid of them / 

Mr. Berry. It has been asked repeatedly heretofore in these pro- 
ceedings, and I want to tell you the tobacco grower’s view of it. 
You will not increase the number of buyers in the market for tobacco 
in any significant degree or number. But, you will increase those who 
will be buying the lower-cost or lower -quality tobaccos, thas do not 
pay the cost of production. And you will diminish the number or 
you will diminish the demand for those grades of tobacco which rep- 
resent the margin of profit that the man bends his back in the field to 
raise and to realize. 

Mr. Stmpson. You believe in competition, and | say to you that if 
I get 10 a. ndding for the cheaper grades of tobacco where there 
are now 3, you will get a better price for the cheaper grades of tobacco, 
and you must know that. Competition is what induces prices to rise. 
What you are doing now is eliminating it. 

Mr. Berry. No, Lam not eliminating it. Iam saying leave the field 
open to all who want to come in on an equal footing and produce the 
best product for the American public. In that connection, I want 
to say to you that I do not believe that the economy brand cigarette 
compares in equality, though its makers say it does, with the standard 
brand cigarette. 

Mr. Simpson. Who is the best judge of quality, you who sell them 
or the man who buys them? 

Mr. Berry. The man who makes them. 

Mr. Stimpson. You told me you are afraid that he will buy them, 
and, therefore, I say you will get what you want; he determines, the 
public. 

Mr. Berry. The American public is not buying the cheap cigarette 
today. 

Mr. Srupson. You are denying him the right to purchase it at the 
price the manufacturer will give it to him. 

Mr. Berry. I am not offering him an opportunity to buy it in the 
market, which he is doing. 

Mr. Jenkins. In other words, your point is that there is a differ- 
ence in price now and that even in spite of that difference, the economy 
brand is now away down to just about one half of 1 percent. 

Mr. Berry. It is negligible. It would be utterly silly for the Amer- 
ican tobacco grower to forsake the 99 percent and run off after the 1 
percent or less, and undertake to maintain his position. Mind you, 
we are not maintaining any manufacturer’s position. We are main- 
taining our own position. 

Mr. Esernarrer. Mr. Berry, on the first page of your prepared 
statement, and T assume it having been mimeogr aphed it took some 
time to prepare and you used a good bit of care in that, you say on 
that first page of your statement : 

Some may contend that the laboring man wants and is entitled to cheaper 
smokes. 


Down a little further you say : 


Obviously that contention is without any foundation, in fact. 
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Mr. Berry. I think it is. 

Mr. Esernartrer. And further you say: 

In fact, he disdains such penury when it involves the restful indulgence of 

cigarettes, 
That seems to me to be a denial of what you have just been saying to 
Mr. Simpson, an absolute denial, because you say here that he does 
not want any, in fact he does not want any cheap cigarettes, he wants 
the best cigarettes. Then on page 4 of the same statement you are 
very much alarmed that the consumer may switch to the cheaper brand 
up to the extent of 25 percent. 

Now, I cannot reconcile those 2 statements, sary 2 views in your 
prepared statement. Why are you afraid of a 25 percent switch 
whenever you say nobody will switch anyhow ? 

Mr. Berry. Well, that depends upon the economic condition in the 
future of the man who is going to smoke cigarettes. 

Mr. Eseruarrer. You say on the first page of your statement there 
is no foundation in fact. 

Mr. Berry. Well, there isn’t any. 

Mr. EsernArrer. Then everything you say in here is just on assump- 
tions, is it not? 

Mr. Berry. No, it is not on assumptions; it is on my observation. 

Mr. Exsernarrer. I certainly cannot agree with you. I have to 
agree with neither of your contentions or one of them. Which one 
would you prefer, or should I agree with neither of them? 

Mr. Berry. I stand upon the statements made in this prepared 
statement. 

Mr. Exsernarrer. You stand on both statements? 

Mr. Berry. Yes; I stand on both of them. 

Mr. Esernarrer. Thank you very much. 

Mr. Berry. I have not seen a laboring man, and I dare say you have 
not seen a laboring man, in the last 5 years, smoking an economy brand 

‘igarette. And yet they have been available to him in the American 
nathed, 

Mr. Evernarrer. Thank you very much. 

Mr. Berry. And my opinion is that the reason he is not smoking 
them is that he has plenty of money in his pocket and he wants to 
buy the best available product. And he has a discerning taste. 

Mr. Stapson. Which you are afraid to cut the price for / 

Mr. Berry. No; I am not afraid to cut the price. I came here. 
Mr. Simpson, before this committee when the proposal was up before 
it to increase the excise tax, and I asked this committee as a repre- 
sentative of the tobacco growers in five States to not grant or not to 
gravt the increase, the proposed increase, in the excise tax. 

Mr. Simpson. You are recommending it now? 

Mr. Berry. No, sir. I would recommend, if anything, when the 
Government is in a position to do it, to lower it. The fact of the 
business is that this tax on cigarettes was enacted as a war measure in 
World War I, and we had the assurance then that it would be removed 
when the emergency was over, and they continued it on between the 
wars and left it on in the Second War and increased it after the Second 
War. For instance, in your State the tax rate on cigarettes, a flat 
rate mind you, is 4 cents. 

Mr. Simpson. Your State has a graduated tax. I would like to re- 
mind you of that, too. 
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Mr. Berry. I doubt that. 

Mr. Smmpson. I am telling you—this is in the record—that on the 
first 10 cents you pay 1 penny and above that you pay 2 pennies. 

Mr. Berry. That may be true. 

Mr. Stupson. Are you in favor of the graduated tax as in Kentucky, 
your home State? 

Mr. Berry. I think California should as well tax oranges as Ken 
tucky to tax tobacco products, and I have always been against it, 
sir. With you in your State there is a flat 4-cent tax and the tobacco 
taxes in your State last year paid $44,265,000 into your State treasury. 

Now, I take it that the laboring man in Pennsylvania is not com 
p jlaining about the tax levy up there. In that connection I have been 
interested to find that in the State of Louisiana, which incidentally 
has sugar quotas and aid for sugar growers, and I understand that 
aid is provided out of duties. 

Mr. Stwpson. What does that have to do with our tobacco taxes 

Mr. Berry. It has just been brought in here. But I want to say 
in this connection, in Mr. Boggs’ statement, and you and I introduced 
companion bills on this question, in his State there is the highest State 
tax, flat tax, on cigarettes of 8 cents per package and it produced for 
his State $18,780,000 last year. 

Mr. Stmpson. We have a cigarette tax in Pennsylvania and it is 
high. We would like to reduce it but we cannot reduce it. But we 
want to give our cigarette smokers a cigarette which they can buy 
cheaper and still pay that State tax. 

Mr. Berry. I am sure that the Federal Government wants to give 
its consumers with the same interest a cheaper cigarette, but obviously 
it is not in a position to do it now. When they want to, when the 
Federal Government wants to give a cheaper cigarette to the American 
consuming public, it will lower the excise tax and I will be for it. 

The Cuarrman. Mr. Caldwell is the next witness. 


STATEMENT OF HARRY B. CALDWELL, MASTER, NORTH CAROLINA 
STATE GRANGE, AND MEMBER, EXECUTIVE COMMITTEE, NA- 
TIONAL GRANGE 


Mr. Catpweti. Mr. Chairman and members of the committee, my 
name is Harry B. Caldwell. I live at Greensboro, N. C. I own a 
small farm in Guilford County on which we produce about 7 acres 
of tobacco. I am master of the North Carolina State Grange and a 
member of the executive committee of the National Grange. I am 
officially representing the North Carolina State Grange and the 
National Grange in my appearance here today. 

Since coming into the room, Mr. B. A. Graham, of the South Caro- 
lina Grange, has asked me to state to the committee that this state- 
ment should also be considered as representing their views. We 
appreciate the opportunity that you are giving us to express our 
views in opposition to the bill now pending before this committee 
which would establish the use of a graduated or ad valorem excise tax 
on cigarettes. We have been before your great committee on many 
occasions. We recognize the tremendous responsibility that is yours 
and appreciate the thorough manner in which all aspects of every tax 
problem are examined before any final decision is reached. 
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The Grange is a general farm organization with more than 850,000 
dues-paying mebers scattered throughout the United States. We 
have no corporation or association membe ‘rships in our organization. 

The advocates of a graduated or ad valorem excise tax on ciga- 
rettes have sponsored many bills during the past seevral years to 
achieve their objective. Many of the present members of this com- 
mittee have heard the subject discussed during previous sessions of the 
Congress. The whole subject of tobacco taxes was studied by a special 
subcommittee during the 73d Congress. The Honroable Fred M. 
Vinson was chairman of the committee. They investigated the effect 
of tobacco taxes upon growers, consumers, and the Government. The 
manufacturers of the so-called economy brands tried to get this special 
subcommittee to recommend the adoption of a graduated tax which 
is comparable in principle with the ad valorem tax proposal now 
pending before this committee. The proposal submitted then was to 
reduce the tax on the so-called economy brand of cigarettes alone. The 
subcommittee said that. they could see no benefit whatsoever to the 
consumer nor any benefit to the Treasury by way of increased con- 
sumption nor did they believe there would be any noticeable benefit 
to the growers. 

The Grange continues to oppose these proposals to establish a grad- 
uated or ad valorem excise tax on cigarettes because (1) we do not be- 
lieve that the taxing power of the F ‘ederal Government should be used 
to effect the competitive relationship between domestic producers in 
their search for markets; (2) we are convinced that the amount of 
revenue derived from excise taxes on cigarettes will be lower at any 
rate level with a graduated or ad v: alorem tax; (3) they will have an 
adverse effect upon the market for better grades of tobacco to the 
extent that consumption is diverted to so- called economy brands, 

Now let us examine these reasons for just a few moments. 

The National Grange, in its tax policy, states that— 
taxes should be levied for securing needed revenue but should not be levied 
primarily as a means of social reform. 

Some of the principle advocates of this proposal infer that the pur- 
pose of the legislation is to give the so-called economy brands of ciga- 
rettes a greater retail advantage in the market place. I am sure that 
the members of this committee understand that the excise tax on 
cigarettes is paid by the consumer so that there is no question of busi- 
ness taxation involved. We all recognize that some cigarettes can be 
manufactured to sell at a lower price than others. Tobacco growers 
want competition on their markets. To the extent that any manu- 
macturer buys his supplies, manufacturers his product, and affects 
economies which he passes on to consumers and captures a market 
's in keeping with the conception of our private-enterprise system. 
This type of competition is sound and contributes to a healthy econ- 
omy. To alter the rules of competition by giving one product a price 
advantage on the basis of a Federal consumer excise tax to stimulate 
the sale of their product violates this basic principle of taxation in the 
Grange program. 

We know that the objective of some advocates of this legislation 
is to gain a price advantage for their products in the market place. 
Mr. Ed R: di ind, executive secretary of Associated Tobacco Manu- 
facturers, met with the tobacco committee of the North Carolina 
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State Grange some time ago and tried to secure the endorsement of 
the Grange ‘for an ad valorem tax on cigarettes. In the brief that he 
filed with our or ganization, he said: 

Furthermore with the greater spread between retail prices of the economy brands 
and the standard price brands there would be a strong appeal to the price 
conscious cigarette smoker. 

There you have the motive for their support of an ad valorem or 
graduated tax. 

The same association issued a memorandum recently and again 
they implied that this proposal is desirable because it will give the 
economy brands a wider price advantage in the market place. The 
Grange opposes tax programs designed primarily as a means of social 
reform. 

If Congress should adopt the pending proposal and any consider- 
able shift from standard priced to economy brands results, we can 
expect all manufacturers to take steps to meet the new competitive 


conditions created by the law. There is nothing in the proposal to 
prevent it. This bill provides only for a lower tax on cigarettes 


manufactured to retail at not more than 138 cents per package. If 
the major manufacturers of cigarettes are forced to really bid for 
the economy brand markets this would automatically create new com- 
petition for those companies now operating almost exclusively in 
the low-priced field. 

To the extent that a shift in consumption occurs, it will reduce 
revenues for the Federal Government and income for tobacco growers. 
We say that it will reduce revenue for the Government because there 
is no evidence to show that the change will stimulate consumption 
in any appreciable amount. Consequently the Government will be 
reducing its tax revenues every time an individual shifts from a stand- 
ard pr iced to an ec onomy brand. We can see no justification for this 
loss in revenue since previous studies made by this committee show 
no benefits beyond the actual tax saving in return to consumers. 

Now let us examine the possible effect of an ad valorem or graduated 
tax on growers. The Vinson Committee decided that the proposal 
would not benefit growers. The OPA in their price-control studies 
found that the cost of leaf tobacco used in economy brand cigarettes 
was considerably below that used in the standard brands. Every 
study, so far as I know, supports these statements. 

Consequently any shift from standard priced to economy brands 
means a smaller market for our better grades of tobacco. This means 
a lower net return to growers. 

The reasons for this statement are obvious. The bill provides for 
a lower tax only on those brands manufactured to retail at not more 
than 13 cents per pack. Thus you have fixed a ceiling price that can 
be paid for leaf tobacco going into those brands. Any added competi- 
tion that might possibly result is automatically limited in its benefits 
to growers to those low-priced tobaceos which will enable the manu- 
facturer to supply cigarettes for retail at not more than 13 cents per 
pack. Consequently “this proposal, if adopted, could create serious 
market, price, and income problems for farmers. 

While the adoption of such a tax may be beneficial to the manufac- 
turers of economy brands it will, to the extent that consumption of 
tobacco is shifted from standard to economy brand cigarettes, reduce 
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Federal revenue below the amount that would have been received and 
channel leaf tobacco into products which pay growers a substantially 
lower price for tobacco. 

Let me state again that tobacco growers want competition in the 
market. We recognize that there is a place and a demand for economy 
brand, standard brand, and premium brand cigarettes. It is our be- 
lief that the uniform excise tax on cigarettes does not discriminate 
against any brand that may be offered for sale. If there were no 
excise taxes on cigarettes, all brands would compete equally for the 
market. The application of a uniform consumer excise tax does not 
change this competitive relationship between brands. There is no 
evidence to show that economy brands are used by people in the low- 
income bracket. ‘onsequently the Grange is opposed to any change 
in the method of collecting the consumer excise tax on cigarettes which 
is designed to promote the use of some particular brand. We hope 
that this committee will give these proposals an unfavorable report. 

Mr. Chairman, just for a side remark, I have been under the opinion 
that the Congress probably would look with some disfavor upon the 
use of subsidies. Yet in its final analysis, the application of this 
proposal is to subsidies by a lower tax for the use of economy brand 
cigarettes. It is a subsidy because it will reduce the revenues that 
the Government will receive. It is designed for one purpose and one 
purpose only, and that is to encourage and expand the use of one 
particular type of cigarette as compared with another type of 
cigarette. 

Mr. Chairman, that completes my statement. 

The CHarrmMan. Any questions? 

Mr. Jenxrns. On the last page, on page 3, the paragraph next to the 
last, you state there: 

While the adoption of such a tax may be beneficial to the manufacturers— 
and so forth— 


it would reduce Federal revenue below the amount that would have been received 
and channel leaf tobacco into products which pay growers a substantially lower 
price for tobacco. 

If you are going to bring about a condition that will make the growers 
produce inferior quality, then we will be back where we were 40 years 
ago ? 

Mr. Catpweti. That is correct. 

The Cuamrman. Mr. Mason will inquire. 

Mr. Mason. On the first page of your statement, Mr. Caldwell, 
where you list the reasons for your opposition to this bill, I am in- 
trigued with your first reason : 

We do not believe that the taxing power of the Federal Government should be 
used to affect the competitive relationship between domestic producers in their 
search for markets. 

You don’t believe the taxing power of the Government should be used 
to affect the competitive relationship. Do you believe that the present 
tax upon cigarettes has affected their competitive standing ? 

Mr. Carpwext. Mr. Mason, I do not, for the very reason I gave at 
the beginning of my statement, that if you were to remove all excise 
taxes from cigarettes, their competitive relationship would be based 
entirely upon the difference reflected in the cost of materials plus the 
cost of manufacturing distribution. When you apply a flat excise tax 
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you do not disturb those normal competitive relationships that would 
exist in the market. 

Mr. Mason. Then your theory is exactly directly opposite to mine, 
that when you apply a flat tax you do affect the competitive relation- 
ship as between a cheaper grade of goods, like a Ford car or a Cadillac 
car, as between cameras that sell for $5 and cameras that sell for $1,000. 
If you are going to put a flat tax on each according to the number that 
is sold, then you are affecting the competitive relationship. My tax 
philosophy is absolutely diametrically opposed to yours when you 
state that the imposition of a flat tax does not affect that relationship. 

Mr. Catpwet.. I was reflecting the views of the Grange in its tax 
policy when it says that the tax policy should not be used to affect 
social reform. 

Mr. Mason. But it is being used in this cigarette tax that we now 
have on the books. 

Mr. CaLpwe.. I could not agree with that, sir. 

Mr. Goopwin. Mr. Caldwell, I would like to say for your possible 
satisfaction, that your fellow committeeman, L. Roy Hawes of North 
Sudbury, Mass., has paid very high tribute to you, sir. I might add 
also, sir, as you may well know, that he is one of the topnotch agri- 
cultural men in New England. 

Mr. CaLpwe tu. I appreciate that, sir, and I have a very high respect 
for Mr. Hawes. 

The Cuarrman. If there are no more questions here, I believe Mr. 
Fred Royster is the next witness. 


STATEMENT OF FRED S. ROYSTER, PRESIDENT, BRIGHT BELT 
WAREHOUSE ASSOCIATION, INC. 


The CuHarrmMan. Will you give us your full name and the capacity 
in which you appear? 

Mr. Royster. Mr. Chairman and members of the committee, I am 
I’. S. Royster, president, Bright Belt Warehouse Association, Inc., 
Henderson, N. C. 

The Bright Belt Warehouse Association, Inc., includes in its mem- 
bership auction warehouses in the flue-cured tobacco-producing area 
comprising the States of North Carolina, Virgina, South Carolina, 
Georgia, and Florida. All flue-cured tobacco is marketed at auction 
and these auction warehouses which I represent are the only market- 
ing agency. 

May I say, Mr. Chairman and gentlemen of the committee, I do 
not own, nor have | ever owned, any stock in any corporation manu- 
facturing tobacco products of any kind. 

Auction warehouses receive their compensation from a small per- 
centage of the price the growers receive for their tobacco, and there- 
fore the higher price the tobacco brings the more income the ware- 
houses receive. Because of this fact it can be correctly stated that 
the growers and the warehouseman’s interest is identical, and what is 
beneficial to the grower is automatically beneficial to the ware- 
houseman. 

This question of a tax differential, whether it be called an ad valorem 
tax or some other identification, has long been discussed and consid- 
ered at various times by Congress. Because of this, and since we 
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have a definite interest in protecting the price of flue-cured tobacco, 
our association has carefully considered the possible effects of such a 
tax differential on the price of flue-cured tobacco. 

As a result of these discussions the membership of our association 
is opposed to legislation which would have the effect of establishing a 
tax differential on cigarettes for the following reasons: 

(1) Prices of cigarettes to the consuming public have not increased 
percentagewise nearly as much since World War II as have prices 
for most other merchandise and commodities. Prewar the so-called 
standard brands were retailing for approximately 15 cents per pack- 
age, as against approximately 20 cents, exclusive of State and local 
taxes at the present time. We do not believe that this is an unreason- 
able increase and that it has been suflicient to cause any material 
decrease in consumption because of price. Actually consumption has 
more than doubled since prewar. We believe that the present price 
of cigarettes is by comparison with other products bought by the 
American public reasonable at the present time. 

(2) At the present time approximately 98 percent of cigarettes 
manufactured are of the so-called standard brands. This fact cer- 
tainly indicates that the consumers are not dissatisfied with the price 
and quality of cigarettes. As to the claim that a graduated tax such 
as is proposed in the bill now before the committee would greatly 
benefit the manufacturers of the so-called economy brands, if this bill 
passes and the economy brands begin to show a sizable increase, the 
major manufacturers will start immediately to producing economy 
brands and the industry will continue at its present relative status. 
Therefore the only results would be (1) an inevitable lowering of 
the price of tobacco to the growers, and (2) a tremendous loss in 
revenues to the Federal Government. 

The growers are dependent upon the manufacturers of standard 
brands for satisfactory prices for cigarette tobacco. ‘Those manufac- 
turers maintain their own buyers on all flue-cured markets throughout 
the marketing season, and have so arranged their purchases as to 
result in a reasonably satisfactory price and stabilized market through- 
out the selling season, whereas, with the exe eption of the British- 
American Tobacco Co. and its subsidiaries, the manufacturers of 
economy brands buy on order through independent dealers and do 
not maintain their purchases on a constant basis. While subsidiaries 
of the British-American ‘Tobacco Co. manufacture some of the econ- 
omy brands of cigarettes this company is principally an exporting 
concern, and would stand to benefit greatly if the passage of this 
legislation resulted in a general lowering ‘of prices for flue-cured 
tobacco, as I believe would be the result. 

Since American flue-cured tobacco is in a favorable competitive 
position as to price in world markets with our other flue-cured to- 
bacco, and since the grower is only receiving prices approximately 
equal to parity, there is no need for a lowering of prices to the Ameri- 
can growers, which we believe would be the ‘result if this legislation 
were passed. 

(3) The tobacco program has been the most successful of all farm 
aman ams during recent years, and has _— beneficial to the 
growers and all segments of the industry. Its operation has resulted 


in no monetary loss to the Federal Government. The successful 
operation of the program has been achieved by the cooperation of all 





GRADUATED CIGARETTE TAX 191 


interests in the tobacco trade. We are sure that it is in the best interest 
of the growers and the industry for the present program to be 
continued in all of its phases, including uniform Federal taxes on 
cigarettes. 

(4) During recent years the growers have exerted every effort and 
with marked success to produce cigarette tobacco. Since some 90 or 
95 percent of flue-cured tobacco is used in the manufacture of ciga- 
rettes either in the United States or in foreign countries, this has 
become necessary. This being true, the claims made by the proponents 
of this legislation that a Federal tax plan whereby cigarettes retailing 
for 13 cents per package would be taxed at $2.90 per thousand and those 
retailing at more than 13 cents would be taxed at $4 per thousand, 
thereby resulting in approximately 5 cents per package difference in 
the retail price would result in a more competitive market and higher 
prices to the growers is not a sound conclusion. Actually, as already 
stated, I am of the opinion that the actual results would be to force 
all manufacturers into the 13-cent field and thereby a general lowering 
of prices for all cigarette tobacco. 

Mr. Chairman and gentlemen of the committee. I thank you for 
permitting me to offer this statement. 

The Cuamman. We thank you, sir. 

I want to thank all of you gentlemen for the statements that you 
have made. I want to say to Mr. Caldwell that I have been a member 
of the grange now for over 50 years. It is an outstanding organization. 

Mr. JENKINs. In connection with this testimony, a great deal of 
comment has been made about the Department of Agriculture. I 
would like to ask that the chairman, through the clerk, ask the Depart- 
ment of Agriculture for a report on this bill, how they stand on it 
and what they think about it. 

The CuHarrMan. If there is no objection, the report will be requested. 

Mr. Cooper. Mr. Chairman ¢ 

The CHamman. Mr. Cooper. 

Mr. Coorrer. I ask unanimous consent to include in the record a 
telegram from Mr. R. A. Hammack. 

The CuHairman. Without objection, it is so ordered. 

(The telegram referred to is as follows:) 


| Telegram] 


SPRINGFIELD, TENN., March 25, 1953. 
R. W Dt NSON, 
Senate Office Building. 
(Care of Senator Albert Gore): 

Board in full accord. Passed resolution opposing graduated tax on cigarettes, 
My regards to Senator Gore. 

EASTERN DARK-FIRED TORACCO GROWERS’ ASSOCIATION. 
R, A. HAMMACK, General Manager, 

The CuHatrMan. The hour is getting a little bit late. I see there are 
eight winesses. The members of the committee have many letters 
to sign, but I want to accommodate the people, if 1 can, who have to 
leave tonight. I would like to ask Mr. Kolodny, executive secretary 
to the National Association of Tobacco Distributors, what is his situ- 
ation ¢ 

Can you come in the morning? 

Mr. Henry Guwnst, Jr. I am here for Mr. Kolodny, Mr. Reed. I 
can, sir, but I prefer not to. I can come in the morning, yes, sir. 
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The Cuarrman. All right, if it is not a great inconvenience. 

The next on the list is Mr. Calamia, I believe. 

Mr. Catania. Yes, sir; I am anxious to make my statement this 
afternoon, representing the retail dealers. I would not need more than 
10 minutes. I have filed a brief with your group. 

Mr. Jenkins. I understand, from what the chairman said, that 
we will have a session in the morning. 

The CHarrMANn. We will meet at 10:30 in the morning. 

Proceed, please. 


STATEMENT OF ERIC CALAMIA, MANAGING DIRECTOR, RETAIL 
TOBACCO DEALERS OF AMERICA, INC. 


Mr. Cavamta. My name is Eric Calamia, and I am managing direc- 
tor of the Retail Tobacco Dealers of America, the national associa- 
tion for the retail tobacco trade, representing thousands of retailers 
throughout the country. These retailers, gentlemen, are now confined 
just to tobacco-growing states but are in every State in the Union. 

The manufacturers who have sponsored this graduated cigarette 

tax have referred to themselves as “the small man of the industry.” 
But, gentlemen, you and I know that the majority of the 1,300,000 
retailers who distribute cigarettes are really the small man of the 
industry. 

Several years ago the Government did say that it would consider 
tax reductions where excise taxes had led to reduced production, re- 
duced sales, and consequently unemployment. These conditions do 
not exist in the cigarette business today. It has more than doubled 
itself in the last 20 years. 

Certainly a graph showing cigarette consumption or cigarette pro- 
duction in this country would not be one of peaks and valleys, show- 
ing spurts some years and loss of business in others. But it shows a 
gradual incline upward, fairly consistent, very steady throughout the 
years. 

How would the production of the 13-cent cigarette on the market 
really affect retail dealers? Gentlemen, I think the retail dealers have 
a tremendous stake in this because to most tobacconists, cigarette sales 
will account for from 40 to 50 percent of their total volume. 

In the first place, it is not good merchandising because it is down- 
trading. Even assuming that percentagewise we make the same gross 
profit on the markup on an economy brand as we did on our present 
standard brands, certainly the return of, let us say, a 15 percent mark- 
up on a 13-cent sale will not bring in the same dollar-and-cent return 
to us that a 15 percent markup on a 20-cent article would. 

A retailer would be compelled to sell 15 a of economy brand 
to bring in the same dollar return that he now gets from the sale of 
10 packages of standard brands. That would mean that he would 
have to increase his sales on the economy brand 50 percent to bring in 
the same average dollar return. 

The average ‘retail dealer does not believe that a man who is the 
proverbial pack- a-day smoker is going to smoke a pack and a half be- 
cause they are cheaper. He does not believe that they will smoke, 
to any considerable extent, more cigarettes just because they cost him 
a little less. From the retailer’s point of view, when you have a whole- 
some, steady demand, for a 20-cent product, that has proved that it 
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had consumer acceptance, why try to create a market for a 13-cent 
item that must necessarily not be as good ? 

Now, as much as retailers did grope among themselves because of 
the small gross profit return from cigarettes, it is only a few years 
ago when, ‘if we had 9 or 10 brands of cigarettes, we were in the cig- 
arette business. Today we have to carry 24 or 25 brands to really do: a 
cigarette business. We envision, if this gr aduated tax went through, 
that every one of the manufacturers would enter that field. 

Now, I have heard the question here today as “Do you know that?’ 
No, but experience of 45 years in retail tobaccoing, shows that in that 
time we feel very positive that no group of manufacturers is going to 
let another one come in and monopolize one branch of the industry. 
We feel that the manufacturers of the standard brands who have com- 
peted successfully for that market will still continue to compete for 
the economy brand market. That means to a retail dealer that ina 
very short time he could be faced with having to carry another dozen 
brands of cigarettes. 

We try not to be unmindful of the smoker who happens to be in 
the low-income bracket. A few cents a package may make a lot of dif- 
ference to him. But, gentlemen, there are at the present time brands 
of economy cigarettes on the market and the spread is 3 or 4 cents, de- 
pending upon what territory you see as a pattern or a guide. And yet 
that 3 or 4 cents, which is a tremendous edge in the retail price of cig- 
arettes, has not proved that it had any general acceptance or proved 
that there was a need for this cheaper product. 

These are just a couple of memorandums I jotted down last night in 
addition to my brief, gentlemen. I have heard this figure bandied 
around today, as to the loss from the Government. Primarily that 
is not a retailer’s concern. But we do want to call your attention to 
this: That based on the $1,579,000,000 excise tax that was paid by 
cigarettes last year, that if the economy brands gained even 15 percent 
acceptance, and cigarette production stayed muc +h as it is, that it would 
mean a loss in revenue of approximately $60,000,000. Do you gentle- 
ment realize that the tax you collected last year from all other - forms 
of smoking—cigars, smoking tobacco, snuff—you collected only $67 
million? So you would wipe out practically all you are collecting 
from cigars and smoking tobacco and snuff. 

I am saving until last, probably, the item most important to retail 
dealers, and that is the d: unger of price wars. We did experience it 
back in 1930 or 1932, in the depression days, the advance of the econ- 
omy brands that had a very destructive influence on the price of the 
standard brands. Why? Because in order to try and preserve a part 
of our standard brand business, we had to be so conscious of the spread 
between the then 10-cent cigarettes and what the price of our standards 
was. In so many sections of the country time after time there was a 
break in what the retailer had really learned to live on, his standard 
brand, because of the increase of the economy brand. 

We feel that a uniform tax still leaves every manufacturer in the 
same competitive position. Briefly, a recapitulation of what this 
means to the retail tobacco dealers, is that he will have to carry more 
brands, he will have a larger inventory, that that will result in a 
slower turnover, which means higher costs. And yet with a lower 


profit. 
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It is going to require a large capital investment and make a re- 
tailer even a poorer credit risk than he is today. Now, I do not know 
of any branch of the industry, and I have hear da lot today from farm- 
ers and warehousemen and so forth that may know the growing end of 
it, but I do not know of any group in the ‘industry that is better in- 
formed as to the consumer wishes in this thing than the retail dealer 
himself. He meets them. He is not conscious of any demand for these 
lesser cigarettes. 

Looking at it realistically, he wonders how can you expect to get a 
cheap cigarette to the consumer when there are 41 States that impose 
= litional State taxes, when there are many municipalities that are, 
In ack lition, adding additional taxes, sia where this year there are 
some 7 or 8 States that are increasing or have bills in to increase 
their present tax rates. 

We wonder if vou have also given consideration to the enforcement 
of this, or how tee aaneat you are going to be to try and hold this 13- 
cent celling. 

Gentlemen, you know that there are a lot of retail dealers, conces- 
sionnaires in the hotels, whose present price on standard-brand 
cigarettes are 2 or 3 cents higher than what you would say is the pre- 
vailing price through that territory. If a concession in a hotel says 
we do not deal in pennies and has a 15-cent base price, plus their State 
taxes, a 15-cent price, it would not be in accordance with this bill, but 
what enforcement procedure have you in mind or do you pl: es Or are 
you just going to take the attitude that if it could sell for 15 cents, 
it is entitled to that tax reduction? We wonder if a retailer is going 
to be in violation if he gets that 15 cents for those cigarettes. 

Gentlemen, we do hope that this committee will consider the retailer 
in your overall considerations and vote against a graduated tax as not 
being one thing or another. It is an valorem tax. 

The Carman. Mr. Simpson will inquire first. 

Mr. Boees. Mr. Simpson, do you yield to me? 

Mr. Stimpson. You go right ahead, Mr. Boggs. 

Mr. Boges. I do not have any questions to ask, but I would like to 
ask unanimous consent to insert into the record at this time a letter 
dated October 17, 1947, from Mr. Joseph Kolodny, managing director 
of the National Association of Tobacco Distributors, Inc., which I be- 
lieve is the organization this gentleman is speaking for. 

Mr. Caramia. No, Mr. Boggs, that is not it. I represent the na- 
tional asociation for the retail trade. Mr. Kolodny is for the whole- 
sale tobacco trade and there was a gentleman here to speak in his 
stead. | do not speak for anything but retailers. 

Mr. Bos as. Nevertheless, | would like to incorporate this letter in 
support of this legislation at this point in the record. 

The CHarRMAN. * Without objection, it is so ordered. 

(The material referred to is as follows:) 

NATIONAL ASSOCIATION OF TOBACCO DISTRIBUTORS, INC., 
New York 10, N. Y., October 17, 1947. 

This association representing the wholesale tobacco distributors of the United 
States who collectively service more than 14% million purveyors of cigarettes and 
other tobacco products, wishes to register its unequivocal support in behalf of a 
graduated tax of cigarettes, as proposed in H. R. 3912, introduced in the House 
of Representatives during the last legislative session. 

Our action is motivated by the following factors which directly affect the 
Nation's industrial economy : 
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(a) There is a pressing need—if our free economy is to be maintained—for the 
injection of a competitive spirit into the marketing of cigarettes, particularly 
at the producers’ level. At the present time, approximately 85 percent of the 
total cigarette production is concentrated in the hands of only 5 manu- 
facturers. While big business is not a sin in and of itself, when, however, a 
particular situation stemming from it affects the interests of substantial seg 
ments of our economy, then it is incumbent upon Government to sanction remedial 
measures to afford needed relief. 

(b) There is little doubt that, in the absence of a graduated or ad valorem 
cigarette tax, opportunity for smaller cigarette manufacturers to continue in 
business, or for potential new manufacturers to enter the cigarette production 
field, has become well-nigh impossible. This assertion is supported by the expe 
rience of several reputable smaller manufacturers who in recent years suffered 
unfortunate financial consequences by launching new cigarette brands merely 
to have their efforts wholly nullified and their resources sacrificed. 

(c) Freedom of opportunity to engage in the business of wholesaling or re 
tailing—a basic tenet of the American way of life—is threatened with inevitable 
curtailment by reason of the concentration of cigarette production among only 
three manufacturers. This has the inescapable effect of limiting both the fune 
tions of Wholesale and retail operations and diverting cigarettes into other 
dispensing channels 

(7) A large segment of the Consumers in the United States have an exceedingly 
modest earning power, and, while these persons can gratify their wishes for a 
lower priced cigar or piece of candy, they cannot do so in the case of cigarettes 
because of noncompetitive prices in the cigarette industry. They must pay the 
same price for their cigarettes as the more prosperous segment of the American 
public. 

(e) Any apprehension that the cigarette-tax yield to the United States Treas- 
ury will be decreased is a fear wholly unwarranted by the facts: 

First, because the three large cigarette manufacturers, aided by powerful 
national advertising, will unquestionably continue to enjoy an ever-expanding 
market for their products. 

Second, the income to the Government will be augmented by the tax accruing 
from sales of lower cost cigarettes to Consumers who presently roll their own 
cigarettes or, owing to budgetary limitations, forsake entirely the enjoyment of 
smoking. 

(f) There is another palpable inequity implicit in the cigarette industry which 
ought to be removed simultaneously with the adoption of a graduated tax. 

There is considerable public confusion as to the correct price of cigarettes. 
This is attributable to the fact that the intended price of the cigarettes to the 
consumer does not appear on each package, as it does presently on each box of 
cigars. The imprint of the price of the cigarettes is not intended to fix the 
price since the free latitude of a competitive economy militates against such a 
result; it is intended merely to establish the intrinsic value of the product for 
the safeguard of the consuming public. 

We shall appreciate your favorable consideration of the proposed legislation 
and shall be happy to present, at your request, any additional data you may 
desire concerning this matter. 

Respectfully yours, 
JOSEPH KoLopDNy. 

The Cuatrman. Mr. Calamia, would you wish to put your statement 
into the record ? 

Mr. Cavamia. Yes, sir. I filed with the clerk this morning some 
30 copies. 

The Cuarrman. Yes, but I want one copy today. You have a copy 
here that I have before me. That is the one you would like to have 
in this part of the record at this time? 

Mr. Catamia. Well, Mr. Chairman, I have no copy of the remarks 
I just made, but only of the brief that I had this morning. 

The Cuarrman. I wanted to know if you would like the brief to be 
a part of the record. 

Mr. Cantata. Yes, sir. 

The CaatrMan. Without objection, it is so ordered. 
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(The material referred to is as follows:) 


Brier Oppostnc A GRADUATED TAx ON CIGARETTES (AS Proposep 1n H. R. 1417) 
PRESENTED BY Bric CALAMIA, MANAGING Director oF Reta Tosacco DEALERS 


oF AMERICA, INC. 


I am Eric Calamia, managing director of Retail Tobacco Dealers of America, 
Inc. This national association, representing thousands of small independent 
retail tobacco dealers and outlets in all sections of the country is unalterably 
opposed to the enactment into law of House bill 1417, which would create an 
excise tax differential on cigarettes based on their retail price. 

Over the past 3 years, we have been opposed to other legislation introduced 
for the same purpose. I specifically refer to House bill 2016, known as the Boggs 
bill. In 1950 we went on record before this committee by resolution setting forth 
our opposition and the reasons therefor. In March of 1951, we submitted a 
memorandum which also set forth in greater detail, the tobacco retailer's 
reasons for opposing a graduated tax on cigarettes 

This is the first time I appear befure you pcrsonally on this particular propo- 
sition. 

The retail tobacco dealers oppose a graduated cigarette tax for many reasons. 
Such legislation will impose burdens upon retail tobacco dealers which they are 
unable and should not be asked to bear. The Government would be deprived of 
millions of dollars of revenue which will have to be made up somewhere else 
and thus will affect us. 


THE GRADUATED TAX WILL HURT THOSE WHO ARE IN FACT THE SMALL-BUSINESS MEN 
OF THE INDUSTRY RETAILERS, FARMERS, WAREHOUSEMEN 


Much has been made of the fact that a group of cigarette manufacturers who 
are not presently competing successfully are strong advocates of the proposed 
legislation. Indeed, from a review of the 1950 hearings of this committee, it 
appears that they are almost the only group in favor of this bill. It has been 
represented that they are the small businesses of this industry. The retailer, 
the farmer, and the warehousemen are the really little men in this industry and 
they are all opposed to a graduated tax on cigarettes. However, this brief will 
not attempt to set forth the arguments of the farmers or the warehousemen. 

Tobacco retailers are strongly against this legislation. A large part of our 
group are very small-business men who operate under conditions of extreme 
competition. 

Enactment of a graduated cigarette tax will result in even smaller profits, 
because obviously a percent gross markup on a 13-cent sale certainly cannot 
produce the dollar-and-cents return that the same markup does on a 20-cent sale. 
A retailer would have to sell 15 packages of economy brand cigarettes to realize 
the same dollar volume as he does on the sale of 10 packages of the standard 
brands—approximately a 50-percent increase. The resultant hardship becomes 
readily apparent when it is realized that cigarette sales constitute approximately 
40 percent to 50 percent of the total sales of the small, independent tobacco 
merchants, and that people can’t and won’t buy 50 percent more cigarettes just 
because they are cheaper. 

Retailers will suffer a further loss. They will have to carry many more 
brands. As a result, their inventories will be considerably larger and the turn- 
over thereof will be much slower. It may interest you to know that the average 
retailer today carries approximately 24 to 28 brands of standard cigarettes and 
is already being pressed for space. I can readily foresee that if a graduated tax 
should come into existence and the economy brands receive any kind of consumer 
acceptance, all cigarette manufacturers will compete for this economy brand 
market and the retailer will soon be faced with stocking an additional 15 or 20 
new brands. 

We are firmly convinced that large numbers of these small retailers will not 
be able, with their present high costs and low profits, to accept any reductions 
of profits or to provide the capital necessary for larger inventories. The retailer 
will consequently become a poorer credit risk because of his lower dollar-and-cent 
profit. 

Just how the Government would plan to enforce H. R. 1417 is something we 
can’t foresee. The one condition that the proposed differential tax bill sets 
forth, is that a cigarette may not sell over 13 cents per package plus local taxes. 
It has been historic in our industry, in good times or bad times, that the hotel 
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concessionaire, the night club, ete., places a retail price on cigarettes of 2 to 3 
cents above that prevailing in the street store. I know that most vending 
machines have a price 1 or 2 cents higher than the general price prevailing. 
Even between street stores and stands the price of cigarettes often fluctuates 
1 or 2 cents, depending on competition in the immediate vicinity. How can the 
Government establish an excise tax, based on the retail price of the article, 
when there is no such thing as a uniform price. Who is going to police this 
13-cent ceiling? 

Another serious consequence of a graduated tax could be the reoccurrence of 
the 1930 disastrous retail price wars in which the prices of the standard brands 
are reduced nearer to those of the economy brands. With these reductions, the 
profit per pack to the retailer will inevitably be reduced and even more of these 
small-business men will find their profits insufficient to permit them to remain 
in business. 

Ad valorem taxes on cigarettes were originally proposed to the House Ways 
and Means Committee in connection with their efforts to make reductions in 
excise taxes where high taxes resulted in reduced production, reduced sales, and 
decreased employment—depression conditions which do not prevail in the ciga 
rette industry today. 

At the present time, there are several economy brands of cigarettes in the 
market. These cigarettes now enjoy a lower price of from 3 to 4 cents per pack 
age. In spite of the fact that a 3 to 4 cents differential in a cigarette price is a 
tremendous advantage that would normally appeal to the economy minded ciga 
rette smoker, the present economy brands have a very limited consumer accept 
ance. Thus, we cannot understand why the Government should want to interfere 
in a matter that is normally handled by the businessmen of the industry and 
attempt through a preferential excise tax to stimulate the sale of cigarette brands 
of inferior quality. 


THE GOVERNMENT WILL BE DEPRIVED OF MILLIONS OF DOLLARS OF REVENUE UNDER 
H. R. 1417 


The latest estimate of Treasury figures for the year 1952 shows that the 
Government collects in cigarette excise taxes $1,579,599,382.29. Based on the 
economy brand manufacturers’ estimate of capturing possibly 20 percent of the 
cigarette market, if they are permitted a tax differential, this could mean an 
estimated loss of $86,877,964.02 in revenue to the Govrenment. Such a loss of 
revenue would exceed the amount of excise taxes collected on every other form 
of tobacco—such as cigars, chewing, and smoking tobacco and snuff, which pro- 
duced $67,292,180.20 in revenue in 1952. Even if the economy brand manufac 
turers don’t realize for the present 20 percent of the cigarette market, 15 percent 
of the present total would cost the Government $65,158,474.52. 

If there is to be any reduction in excise taxes on tobacco products, we as re- 
tailers, would like to see that the wartime excise taxes on cigars are eliminated. 
Over the years we have watched the rapid decline in the sale of cigars, which 
has been largely due to the fact that their retail prices are too high, occasioned 
toa great extent by the increased wartime tax rates. 

A reduction in cigar taxes would not disturb the retail cigarette market. At 
the same time, it would greatly improve cigar consumption, produce increased 
profits to the dealer, benefit the consumer and save the Government millions in 
revenue. 

It is, now more than ever, inconsistent for the Federal Government to consider 
reducing its cigarette tax revenue by giving a tax advantage to the economy 
brands in light of the Government’s determination to balance the budget before 
initiating tax reductions. 


CONCLUDING REMARKS 


The retailer, unable to operate on the lower profit margin of economy brands, 
may attempt to increase the selling price thereof. Because such an increase will 
bring the price of these cigarettes above the statutory price for economy brands, 
he will be subject to the severest pressures from consumer and manufacturer to 
hold his price at the statutory level. The retailer presently sells his cigarettes 
at prices set without domination by manufacturers. He does not welcome domi- 
nation by them based upon legislative sanction. 

How can you gentlemen feel that the cigarette industry needs Government 
support when it more than doubled its volume in the past 20 years? The recent 
success of new cigarette types, such as the filter tips and king size cigarettes gives 
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ample proof of the ability of newcomers to enter the market without benefit of a 
tax differential in the form of an indirect Government subsidy. 

In conclusion, might we reemphasize our vehement opposition to the enact- 
ment of a graduated cigarette tax as it would very materially hurt 1,300,000 
cigarette dealers for the following reasons: 

1. It would result in the dealer having to stock many more brands. 

2. The retailer would have to increase his inventory investment and overhead 
costs, 

3. He would be forced to increase his capital investment on which he would 
receive approximately 25 cents less per thousand cigarettes. 

1. He would be subjected to a revival of disastrous price wars, with a conse- 
quent eifect on his credit position 

5. It would be difficult to police the 15-cent ceiling. 

The CuatrMan. Mr. Simpson 4 

Mr. Simpson. I think there is a misunderstanding, Mr. Calamia, 
with respect to this matter of the handling of this tax. Should this 
bill become law, the tax, of course, would be paid by the manufacturer. 
I do not think it would complicate the man who ran his shop in the 
hotel, although he would pay his price to the jobber and then he 
would add the profit to it or whatever he would want to add for retail. 

jut I do not think the retailer would have any problem of paying 
the tax. 

Mr. Cauamta. Would it be in violation if he sold it over the 13 
cents ¢ 

Mr. Stmpson. Of course not. This law would have no application 
there. It is the price that he pays for it. I am very much interested 
in your statement. Did you change your position on this legislation 
in the last 5 or 6 years ¢ 

Mr. Catamra. No. Mr. Simpson, previously at the hearing on the 
Boggs’ bill, the record will show that we always had protested it, sir. 

Mr. Simpson. You always opposed it? I always thought that was 
strange that you would choose to deny your retail stores an outlet 
for another product, which would certainly complete a demand esti- 
mated as high as 25 percent, on your whole tobacco market, should 
this bill become law. 

Mr. Catamia. Mr. Simpson, honestly speaking from just good 
economics, why should he try and promote a smaller sale? It is down 
trading, not up trading. 

Mr. Stupson. Because he has his consumer’s interest at heart. Be- 
cause he wants to take care of the man who wants to buy his ciga- 
rettes. You teach that to your merchandisers, I am sure, as an eco- 
nomic principle. Give the customer what he wants. Individually, 
and I do not question your conclusions as to your trade associations, 
but individually, the dealers to whom I have talked, and they are not 
numerous but there have been some, said that if the customer wants 
them, they want to have them on hand. That seems to me like good 
business. 

Mr. Canvamra. If there was any proof of the demand for it, Mr. 
Simpson. I have been a retailer for 47 years. The only time that 
I feel that there was any real consciousness against price or that the 
cigarettes were too high is every time there is an increase in excise 
tax or the imposition of a State tax, yes, but it was only during the 
worst of the depression years. 

Mr. Srwpson. And yet right today, when times are good, it has been 
testified here 1epeatedly—and I do not agree—that the sales of these 
economy brand cigarettes might go as high as 25 percent. It does not 
make sense to me any more than it does to you. 
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Mr. Catamrta. It would take years to do that, sir. 

Mr. Stmpson. Of course it would. They even get down to 10 per- 
cent, but I do not agree on that. But somewhere around 5 or 6 
percent would take care of a group of people who would not buy them 
unless they wanted to. You agree with me there, do you not? 

Mr. CaxamiA. Mr. Simpson, they are available now, are they not? 

Mr. Srwpson. Yes, but not at the price the manufacturer wants to 
sell them. 

Mr. Catamta. You speak only of a 5-cent differential. Do you 
know that the differential at the present time, today, in New York is 
4 cents? Under this bill you might increase that to 6. It would be 
more appealing at 6 than 4. But you speak here of 5 cents differen- 
tial. The economy brands in New York today are selling at 20 cents, 
the standard brand at 24 cents. So you have a 4 cent spread now 
and even in the New York market they do not amount to 1 percent. 

Mr. Stmpson. You are just making an argument, as I see it, why 
we cannot go ahead and let them have them. If the consumer wants 
it at 5 cents, we might go ahead and let the consumer have what he 
wants. Do you think our tax law now should be changed? The 
manufacturers argue that that would help to sell economy brand 
cigarettes. The farmers come in and say it would take 25 percent 
of the market of the big fellows. You and I know that last state- 
ment is wrong. But I still say a lot of people who cannot afford that 
5 cents would like to save that 5 cents. Why would you not as a 
retailer want to give your customer what he wants? 

Mr. Cauamta. Our dollar return would be that much lower. He 
does not see that there is the market for it. He does not feel that 
smokers are denying themselves from the standard brands because 
of that differential. 

Mr. Stmpson. Well, of course, I think the consumer ought to be 
the final judge of that. If he wants them, and they have testified 
here today that they do want them, I think he should have the right 
to buy them. 

Tell me, cigarettes just went up in price, did they not ? 

Mr. Catamta. Yes, sir. 

Mr. Stmpson. When did that happen? 

Mr. Catamia. Last month. I could not tell you what date. It was 
with the decontrol of cigarettes, sir. 

Mr. Stmpson. Did they all go up at the same time? 

Mr. Catania. I would say within a day or two of each other, yes, 
sir. A number moved even on the first day and then several days 
later others moved. 

Mr. Stupson. Did you know beforehand they were going up? 

Mr. CatamiA. We did not even know the day they were going to 
be decontrolled. It had been rumored that they might be decontrolled 
a week or 10 days before it happened. 

Mr. Stmpson. But you had rumors before the decontrol ? 

Mr. CatamiA. We read in the papers that cigarettes had been on 
the list to be decontrolled, and it was removed at the last minute. 

Mr. Srmpson. I know, but when did you know the price was going 
to be raised as soon as it was decontrolled ? 

Mr. Catamta. Only when the first firm moved and notified us of the 
raise, and coming right on top of the decontrol notice it was a little 
astounding that they moved that quickly. 
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Mr. Simpson. To what extent have they been in touch with you 
with respect to this legislation here? I want you to consider carefully 
what I am asking. ‘To what extent have representatives of these big 
companies been in direct touch with your retailers, asking them to 
write letters to Congressmen, and to others who oppose the passage of 
this bill? I wish you would consider the answer carefully. 

Mr. Catamia. Mr. Simpson, I do not honestly believe that I know 
of a single retailer who has been approached directly or indirectly to 
write to any member of your committee or that they have expressed 
any particular interest on it. 

Mr. Surson. Has your association, as such, taken that position? 

Mr. Cavamia. We have, in discussion, in discussing the general 
overall of a graduated cigarette tax, disc ‘ussed it with our board of 
directors 

Mr. Simpson. Have you written out to your retailers all over the 
country ¢ 

Mr. Caramta. Yes, we have, sir. 

Mr. Simpson. All over the country? 

Mr. Cauamia. Yes. 

Mr. Simpson. And you have done that on your own, without any 
inspire _ from the big companies? 

Mr. Cavamia. Definitely; yes, Mr. Simpson. 

Mr. sae son. Have you done it all over the States or just in certain 
areas ¢ 

Mr. Caramtia. Well, we have much better representation in the 
Boston, New York, Philadelphia, Chicago, San Fran- 





larger cities 
cisco. 

Mr. Simpson. You mean much better congressional representation ? 

Mr. Catamra. No, much better representation of membership. 

The Cuarrman. Mr. Eberharter? 

Mr. Evernarrer. Mr. Calamia, are the chain stores offering serious 
oe ion to the retail tobacco dealers ? 

Mr. Cavamtia. In what way? As competitors? 

Mr. Erernartrer. Yes, as competitors. I mean that chain stores 
are offering cigarettes by the carton, generally speaking, cheaper than 
the retailer can sell them. Have they become serious competition with 
the sm: all retailer of cigarettes and cigars? 

Mr. Catamia. You would have to modify your statement and say 
chain grocery stores. The supermarkets have, but chain stores, gen- 
erally, no, sir. The average retail dealer expects to meet the competi- 
tion of the chain druggist, the chain tobacconist. 

Mr. Enernuarrer. When the housewife goes into a market and buys 
a week’s groceries, many of them, I observe, buy a carton of cigarettes 
or two cartons. You have seen that yourself. 

Mr. Catamia. Yes, sir. 

Mr. Exsernarrer. And if the housewife is a little short on her 
budget money, she saves 50 cents by buying the economy-brand ciga- 
rettes, would she not ? 

Mr. Canamtia. Well, that is yet to be proven. 

Mr. Exernarter. That would offer quite a bit of competition to the 
small retailer, would it not? 

Mr. Catamta. Well, you are assuming that these brands are going 
to have a market. Mr. Eberharter, may I say for your information 
that supermarkets have not, in the past, been quick or prone to put in 
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new brands. I do not know whether it is smart on my part to be 
specific and mention brands, but when Pall Malls first came on the 
market, even though it was an old name, it was a long time before 
you could buy Pall Malls in a supermarket. When we created con 
sumer acceptance for it and they had a demand for it, they laid it in. 
ara are many brands today that consumption shows they had a 

ealthy growth last year, that the supermarkets do not handle any 
more than the ve nding machines do. 

Mr. Jenkins. I would like to ask you this one question: What is 
sour membership? How many do you represent ‘ 

Mr. Canamra. Well. in excess of 10,000. but in actual retail mem 
bers, far in excess of that. For instance, United Cigar Stores are a 
member of ours. We count that as one membership, even though they 
have many stores. 

Mr. Jenkins. They have a thousand or two thousand stores in this 
country. 

Mr. CALAMIA, Union Ne WS is a me mbe vr. We consider that as one 
membership and yet they have many outlets. 

Mr. Jenkins. Did your organization communicate or try to com- 
municate with anv of ‘the Congressmen on this committee with refer- 
ence to this bill that you know of ? 

Mr. CaLaAmta. No, sit 

Mr, Jenxktns. Is it not a fact, from your experience, that even 
though now the public has a chance to buy a cheap cigarette, they 
would not buy it? 

Mr. Cavamta. They have not to any extent, very definitely. 

Mr. Jenkins. Do you know what the reason is? Is it because it is 
not as good as their — cigarettes. They do not like it. 

Mr. Canamia. Well, if it is partly mental, I feel they have the 
thought that it es product, and for a few cents difference they 
will take the accepted brands. 

Mr. Stmpson. What is your position on cigars? They are taxed 
now by graduated tax, are they not ? 

Mr. Catamta. They are, Mr. Simpson. Do you mean ad valorens / 

Mr. Stupson. Yes. 

Mr. Cauamia. Has it helped the cigar business, Mr. Simpson? 1 
would like for you to get from a man like Colin Stamm, figures that 
you can depend upon as a tax authority and see what happened to the 
cigar generally since you changed from the flat rate to this graduated 
rate. In those days we used eight-billion-odd even w _ n we did not 
include in that figure the small cigarettes. Today they do include 
in the tax-consumption figure the small cigarettes. 

Mr. Simpson. I know this is very dear to your heart, but would you 
prefer on cigars the ad valorem tax? 

Mr. Cautamta. Cigars did much better when it had a flat tax. 

Mr. Srpson. So much a cigar, is that what you mean? 

Mr. Catamia. So much a thousand, yes, sir, four and a half. 

Mr. Stmpson. And you would like to have that on cigars/ 

Mr. Catamia. It had a healthier growth at that time. 

The Cuatrman. We thank you for your appearance and the testi 
mony that you have given here. 

The committee stands adjourned until 10:30 in the morning. 

(Whereupon, at 4:55 p. m., a recess was taken until Friday, March 
27, 1953, at 10 a. m.) 
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FRIDAY, MARCH 27, 1953 


Hovusrt or REPRESENTATIVES, 
ComMItrErt ON Ways AND Means, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:30 a. m., in room 1102, 
House Office Building, Hon. Daniel A. Reed (chairman) presiding. 

The CHamman. The committee will come to order. 

This is a continuation of the hearing begun yesterday on H. R. 1417, 
a bill to amend the Internal Revenue Code to provide a graduated tax 
on cigarettes. Mr. Henry Gunst, Jr., will be the first witness to be 
heard. 

Mr. Gunst, if you will give your name to the reporter, and the 
capacity in which you appear, we will be glad to hear you. 


STATEMENT OF HENRY GUNST, JR., VICE PRESIDENT, CLIFF WEIL, 
RICHMOND, VA.; PRESIDENT, YOUNG EXECUTIVES DIVISION, 
NATIONAL ASSOCIATION OF TOBACCO DISTRIBUTORS 


Mr. Gunsr. My name is Henry Gunst, Jr. I am vice president of 
Cliff Weil, of Richmond, Va., wholesale tobacco distributors, and 
president of the young executives division of the National Association 
of Tobacco Distributors, representing the wholesale tobacco distribu- 
tors of the United States, who service more than 1,300,000 retail outlets 
with cigarettes, tobacco, confectionery, and kindred products. 

At our 21st annual convention in Atlantic City, N. J., last week we 
carefully considered and reviewed the subject of a graduated cigarette 
tax and, after mature deliberation, overwhelmingly decided, in the 
best interests of all concerned, to go on record in opposition to the 
specific proposal at hand. We are firmly convinced that a departure 
at this time from the prevailing method of imposition of Federal taxes 
on cigarettes would be damaging to the tobacco industry and all its 
components. 

We realize that were it not for the seriousness of the proposal, we, 
as distributors, might have conveniently elected to abstain from 
appearing, leaving the issue entirely within the province of the manu- 
facturers and farmers. Owing, however, to the acute economic reper- 
cussions that would inevitably result from the passage of this bill, we 
fee] it incumbent upon us to present our views. 

The National Association of Tobacco Distributors was incorporated 
in September 1933. It has over a period of 20 years uninterruptedly 
represented and articulated the attitude :nd position of the wholesale 
tobacco trade before congressional bodies a all Federal agencies. 


203 








204 GRADUATED CIGARETTE TAX 


The membe rship of the association maintains what has been often 
referred to as “milk route” service to more than 1,300,000 retail out- 
lets in the United States. This constitutes more than two-thirds of 
all retail outlets. In its relationship with the Government and public, 
the association has at no time hewed to a course which might be con- 
strued as ae to accrue benefits only to wholesalers. The associa- 
tion has invariably adhered to a much broader perspective—that of 
considering paramount the interests of the public; secondly, the in- 
terests of the entire industry; and, lastly, the benefits that might 
accrue to the wholesale trade. 

In addressing ourselves to the present issue, we are impelled to 
conclude that such a tax revision is not in the interests of the public, 
the industry, or the wholesale trade. 

The association’s attitude is further motivated by the following 
factors: 

(a) The growth of cigarette consumption in the United States 
under a uniform tax formula has catapulted over a period of 30 years 
from 55,763,000,000 cigarettes in 1922, to 420 billion cigarettes in 1952. 

(4) The income to the Federal Treasury during the compar: able 
period rose from $150.127,000 in 1922 to 81, 474, 000,000 in 1952 

(e) Wholesale volume enlarged from $34 billion in 1922 to $218 
billion in 1952 

(d) The number of retail outlets handling cigarettes expanded 
from 237.000 in 1922 to more than 1,300,000 in 1952. 

The foregoing figures vividly demonstrate that the prevailing uni- 
form method applied to the imposition of Federal excise taxes on 
cigarettes has served well the public, the industry, and the distributive 
trades, 

The wholesale tobacco trade performs a unique role in the American 
industrial economy. Generically, it epitomizes in every respect a 
typical cross section of American industry. Our member firms run 
the gamut from the very small to the very large, but are predomi- 
né intly middle sized. Our trade provides an uninterrupted flow of 

cigarettes, tobacco, confectionery, and kindred products to a most 
hele ‘rogenous assortment of retail merchants—a big percent of whom 
do not enjoy any credit rating. Credit is extended to these merchants 
entirely on the old fashioned principles of character and confidence. 

The operations of the cigarette wholesaler and his multitudinous 
customs are governed largely by rapid turnover and low markups. 
Any occurrence, any development or any untoward situation that 
might tend to curtail the turnover or sharply reduce the sales volume 
would in effect result in economic jeopardy to the wholesaler’s mode 
of operation and ability to provide a reliable artery for the swift 
transmission of the finished product from the factory to the ultimate 
consumer. 

To exemplify, in the format of our industrial economy the function 
of the distributor is that of providing the manufacturer with ready 
machinery for the conveyance and distribution of merchandise. To 
render the service, the wholesale distributor employs sales personnel 
to canvass the retail outlets. Such personnel is as a rule compensated 
on a commission on sales. Invariably an effort is made to upgrade 
sales and thereby assure sales personnel a reasonable income com- 
mensurate with their efforts and consonant with the high cost of 








ere 
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living. Any action, therefore, that would tend to downgrade the 
major product they sell by inequitably installing a preferential tax 
would inevitably sharply curtail the income of such sales personnel 
with the result that organizations now functioning smoothly would 
be severely damaged. 

Whatever applies to sales personnel cannot help but be siphoned 
into the other departments of the wholesale distributor, which include 
delivery men, shipping clerks, receiving clerks, office personnel, and 
others. 

Whatever applies to the wholesaler concurrently ap »plies to the 
retailer. In connection with the retailer, you gentlemen heard Mr. 
Eric Calamia present the retailers’ point of view very ably yesterd vy 
afternoon, and in the interest of your time I will skip over my remarks 
on this effect as my statement will be filed with you. 

Let us not be unmindful that ours is a keenly pp oigh economy. 
That keenness of competition stands out in bold relief all levels 
of the tobacco industry. Should so-called economy Seanils of cig- 
arettes become a potent factor in the tobacco market, it is a foregone 
conclusion that all manufacturers would inesec apably follow suit. 

The — of such a development would unavoidably disrupt and 
destroy the present economic equilibrium. It would, to say the least, 
create havoc within the distributive trades. 

We there fore plead with your honorable body not to disturb the 
uniformity of Federal taxes on cigarettes. Instead, we feel it would 
be in the fa interests of both Government and public that Federal 
taxes be substantially reduced across the board, thereby easing the 
yoke equally on all facets of a basic American industry, and ‘the public 
as we ll. 

The CuatrmMan. Mr. Jenkins will inquire. 

Mr. Jenktns. Let me ask you, Mr. Gunst, you say vou represent the 
National Association of Tobacco Distributors ¢ 

Mr. Gunst. Yes, sir. 

Mr. JENKINS. You do not re present the retailers ? 

Mr. Gunsr. That is right, sir. 

Mr. Jenxrns. That means you represent the wholesalers ? 

Mr. Gunsr. Yes, sir. 

Mr. JenKINs. I was very much impressed with the figures on the 
second page of your statement where you say the number of retail 
outlets handling cigarettes expanded from 237,000 in 1922 to more 
than 1,300,000 in 1952, in a period of 30 years. 

According to that, in 30 years it has been expanded more than 10 
times. That isa terrificexpansion. You say that applies to cigarettes 
and not to tobacco generally; is that right? 

Mr. Gunst. As stated here, yes, sir; that is correct. I think the 
same statement would be true of tobacco generally. 

Mr. Jenkins. The increase in the use of cigarettes is much heavier 
than the increase in the population of the country, is that right ? 

Mr. Gunst. Yes, sir; that is correct. 

Mr. Jenkins. To what do you then ascribe that? What is the 
reason for that? 

(No response. ) 
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Mr. Jenkins. Let me put it to you this way. Has the use of cig- 
arettes increased more than the chewing of tobacco or smoking of pipe 
tobacco ? 

Mr. Gunst. Yes, sir, it has. I do not have those figures available, 
and I do not know them offhand, but Iam sure it increased much more. 

Mr. Jenkins. I think we can agree that the cigarette business is 
now the biggest part of the tobacco business / 

Mr. Gunst. That is correct. 

Mr. Jenkins. From the standpoint of the people who use it at 
least = from the st: ae of the amount of tobacco consumed. 

Mr. Gunst. Yes. s 

Mr. Jenkins. We ‘deed to have a great deal of plug tobacco and 
pipe tobacco, but it has not increased as the cigarette business has. 
And you translated these figures into dollars, too, and say how much 
business you have. 

T wanted to bring out the fact there about the terrific increase in 
the value and also the increase in the number of cigarettes. 

Mr. Gunst. Yes, sir. 

Mr. Jenkins. Mr. Chairman, I think that is all T want to ask. 

The Cuatrman. Mr. Mason will inquire. 

Mr. Mason. Mr. Gunst, who is your managing director / 

Mr. Gunst. Mr. Kolodny. 

Mr. Mason. How do you spell his name ? 

Mr. Gunstr. K-o-l-o-d-n V, sir. 

Mr. Mason. How does it happen that he is not here to speak for 
you when he used to be here to speak for your organization ? 

Mr. Guwnstr. He spoke as a representative not of himself. sir, but 
of the National Association of Tobacco Distributors, and he has asked 
me to speak as the representative of the National Association of To- 
baceo Distributors on this occasion 

Mr. Mason. Then you are here re ally substituting for him ? 

Mr. Gunst. Yes. s 

Mr. Mason. Now, aie the statement he made when he appeared 
ere is just exactly the opposite of the statement you are making. 
How do you account for the fact that there has been a complete re- 
versa! in the attitude of the National Association of Tobacco Distrib 


] 


utors ¢ 
Mr. Guwnstr. On what oceasion and what date is i it. Mr. Mason ? 
Mr. Mason. October 17, 1947. At that time in this statement, and 


I will read it, he said: 


There is a pressing need of a competitive spirit into the marketing of ciga- 
rettes, and there is little doubt that this Competitive spirit is well nigh impossi- 
ble under oui present tax on cigarettes Any appre -hension that the cigarette 
tax vield to the United States Treasury will be decreased is a fear wholly 
unwarranted by the facts. There is another palpable inequity in the present 
cigarette tax which can only be removed by the adoption of a graduated tax. 


He oy made other statements. I have just used those quotes. 

Now, in your statement, practically every one of those statements 
of his nav been repudiated, and you have adopted a new stand 
which is exactly the opposite of the stand then, and I would like to 
know why, and what information does the National Association of 
Tobacco Distributors have now that has changed their attitude en- 
tirely ? 





‘ 
; 
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Mr. Gunst. I would say in answer to that, sir, I believe it was 
Mr. Boggs that made mention yesterday that he intended to file 
that letter during Mr. Calamia’s talk. So with that bit of advance 
information, when I was talking to Mr. Kolodny last night, I men 
tioned to him that this letter had been filed. He said that he has been 
on record since that time with congressional committees as being op 
posed te a graduated tax. 

Mr. Boces. What committee ? 

Mr. Gunsr. I do not know, sir. Iam merely repeating what he told 
me, that he has been on record. I think I erroneously quoted him 
there, because he did not say he had been on record with committee 
he said he had been on record and I assumed he meant with com 
mittees. 

Mr. Boces. The only committee that he could have made such a 
statement before would have been this committee, or possibly the 
Senate Finance Committee, and to my knowledge there have been 
no hearings in the Senate Finance Committee on this question. 

Mr. Gunst. If he had not been on record with a committee, then as 
I say, I probably am quoting him erroneously. But he said he had 
been on record. Whether it had been in trade papers or whether it had 
been in press releases or what, I do not know, but he had been publicly 
on record as having changed his mind since 1947, which was 7 years 
avo. 

I woul | like to say one thing furthe oF. Mr. M: ason, though. I do not 
believe that there is any one in the tobacco industry who would have 
predicted, including the foremost experts in sales management, the 
tremendous change that has come about within our cigarette industry 
within the past year or two. I am speaking of the growth of the 
popularity of filtered type cigarettes, and king size cigarettes, which 
has injected a tremendous degree of competition and stirred up the 
market completely. I am not sure exactly of these figures, but it 
seems to me I read 3 years ago that the Big Three enjoyed about 85 
percent of the cigarette business. That is Camels, Lucky Strikes, and 
Chesterfields. I think those figures today would be down to around 65 
percent. 

Mr. Mason. Do I understand you to mean that this change between 
the attitude taken in 1947 and the attitude now as represented by your 
testimony has come about because of this change in the competitive 
situation in the industry ? 

Mr. Gunst. No, sir, 1 do not think that is correct. 

Mr. Mason. My question ts, what brought about this change? Why 
has your managing director changed his mind on this question and 
what brought about that change ? 

Mr. Gunsr. Of course, our managing director, as such, only speaks 
for our association, and not for himself. 

Mr. Mason. That is what I mean. I know he is speaking for the 
association, 

Mr. Guns. As far as the change in the attitude and the position 
of the association is concerned, | am not qualified to give the reasons 
for the change, Mr. Mason. 

Mr. Mason. Why is it your managing director, if he would be quali 
fied to tell us what brought about that ch: ange, is not here? 

Mr. Gunsv. I imagine had he anticipated such a question he would 
have been. 
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Mr. Mason. Would you not think that he would anticipate such a 
question when we have his testimony before us and we would certainly 
want to know why has he changed his attitude entirely / 

Mr. Guwnsr. I do not know, sir, but I am sure I would be glad to 
speak to Mr. Kolodny, and I am sure he will be glad to submit today, 
and get it in the mail so vou will have it in time for your hearings, his 
reasons for the change, or the association’s change, if you would like 
for me to get that. 

Mr. Mason. It seems to me we are entitled to that. and unless we 
get it, I will have to suppose, as one member of the committee, that he 
did not want to come and answer that question, and sent a substitute 
in his place. ; 

Mr. Gunsr. Sir, I can assure you, the fact that Mr. Kolodny is not 
here has nothing to do with the fact that he does not desire to give this 
committee any information. 

Mr. M ASON, He was on the list to appear here, and you have been 
sent in his place. 

Mr. Gunst. Yes, sir. 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Gunsr. Would you like that statement ? 

Mr. Mason. I certainly would like to know. 

Mr. Gunstr. What was the date? 

Mr. Mason. October 17, 1947. 

Mr. Gunsr. Would it be possible for me to get a copy of that letter? 

Mr. Mason. Yes, indeed. 

Mr. Jenkins. I ask unanimous consent that Mr. Kolodny be per- 
mitted to make a statement and file it for the record. 

The Coairmman. Without objection, it is so ordered. 

(The statement is as follows 7. 

NATIONAL ASSOCIATION OF Tonacco DisrrinuTors, INC., 
New York 10, N. Y., April 2, 1953 
Hon. DANIEL A. REED, 
Chairman, Ways and Means Committec, 
House of Representatives, House Office Building, 
Washington 25, D.C 

Drar Str: We beg to subinit herewith the enclosed memorandum for inclusion 
in the record of the hearing of the Ways and Means Committee of the House of 
Representatives on Friday, March 27, 19538, on the subject of the proposed grad- 
uated tax on cigarettes, H. R. 1417 

This memorandum is addressed to questions put to Mr. Henry Gunst, Jr. in 
the course of his testimony on that hearing. 

Respectfully, 
JOSEPH KoLopny. 


MEMORANDUM SUBMITTED BY NATIONAL ASSOCIATION OF TOBACCO DISTRIBUTORS 
To SUPPLEMENT THE TESTIMONY OF HENRY GUNsT, JR., AT THE HEARING OF 
H. R. 1417 of THE WAYS AND MEANS CoMMI?TrEE, HOUSE OF REPRESENTATIVES, 
WASHINGTON, D. C., Fripay, Marcu 27, 1953 


Reference was made during the testimony of Henry Gunst, Jr., to an apparent 
change in the attitude of this association on the subject of a graduated tax on 
cigarettes as set forth in a letter, dated October 17, 1947, bearing the signature 
of Joseph Kolodny, managing director, National Association of Tobacco Dis- 
tributors. 

In this connection, the following is submitted: 

I. The position now taken by the association, as stated on its behalf by Henry 
Gunst, Jr., results from a canvass of the opinion of the membership made at 
the 21st annual convention of the association at Atlantic City in the week 
commencing March 15, 1953, a resolution duly and unanimously adopted by the 
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members at a session of the convention held on March 19, 1953, and a resolution 
adopted on March 20, 1953, at a meeting of the board of directors, representatives 
of all sections of the country, including large and small distributors, and at- 
tended by 25 out of a total board membership of 31. This resolution was 
adopted afier lengthy discussion and with only two dissenting votes. 

II. Since the letter of October 17, 1947, was written, the pattern of and con- 
ditions within, the cigarette industry have changed perhaps more significantly 
than in the case of most other products. Whereas when the letter was written 
it was said that “approximately S85 percent of the total production is concen 
trated in the hands of only three manufacturers,” the then leading standard 
brands of cigarettes represent at present only approximately 57 percent of the 
total volume, and other cigarette sizes and type as well as smaller manufac- 
turers have become challenging and important factors in competition with these 
standard-size brands. 

lf. A sharp change has occurred in the public taste for cigarettes. Whereas 
on October 17, 1947, the said three standard-size brands played a dominant role 
n cigarette consumption, at present the percentage volume of these three stand. 
ard brands is either static or declining and is being replaced by other kinds, 
sizes, or brands of cigarettes by which small as well as large manufacturers 
ure now in vigorous and successful competition for acceptance by the cigarette 
consumer, 

IV. The public is now accepting and consuming cigarettes in constantly in- 
creasing quantities, in addition to the three standard-size brands, of new sizes 
and brands which sell at both higher and comparable prices, This circumstance 
emphasizes the conclusion that the public is satisfied with the present cigarette 
format, i. e., the character of the present variety of offerings and the present 
scale of prices at which they may be purchased. 

V. Some of the companies who in 1947 were most active in support of a grad 
uated tax have since attained more importance and success in the cigarette 
market under the existing tax pattern. The absence of a graduated tax has 
not prevented these companies from establishing brands of substantial public 
acceptance and on which presumably substantial profits are being earned. 

VI. As regards participation of the cigarette companies in the 1953 conven- 
tion exhibit of this association which was adverted to during the hearings, the 
records show that the participation of all the various important cigarette 
companies, including those now actively supporting the proposed graduated 
tax was on a par. The aggregate participation of all of these companies 
amounted to only 9.27 percent of the total subscribed to the convention exhibit. 

The Ciamman. Mr. Knox will inquire. 

Mr. Kwox. I should like the witness to explain in his prepared 
statement, paragraph (@) on page 2, where you state that the growth 
of the industry has grown from 55,763,000,000 in 1922 to 420 billion 
cigarettes In 1952, and you show that the wholesale volume in para 
graph (c) has enlarged from $34 billion in 1922 to $218 billion in 1952. 
Where do you get those figures from 7 

Mr. Gunsr. I do not know, sir. I am not here posing as an expert 
on any of this material. T will be glad to answer any questions T can. 

Mr. Kwox. Is it true that vou are crediting about 50 cents to the 
“mount of cigarettes that have been sold with your statement of $218 
billion of business in 1952? 

Mr. Gunst. Would you repeat that question ? 

Mr. Kwox. The figures I have before me show me that your whole 
sale volume enlarged from $34 billion in 1922 to $218 billion in 1952, 
but at the same time the Treasury only received $1.474.000,000 in 
1952? 

Mr. GuwNsT. Yes, sir. 

Mr. Knox. Do you stand by the figures that you have in this report ? 

Mr. Gunst. I do not—— 

Mr. Knox. It seems to me you should have three billions of revenue 
in 1952, instead of $218 billion. 


} 
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Mr. Gunsr. You mean that the inerease was the same ¢ 

Mr. Knox. At the rate of 8 cents per pack. 

Mr. Gunsr. The tax has been changed, sir. The tax has not been 
the same all during that period. 

Mr. Knox. To go back to paragraph (a), you state the amount of 
cigarettes that were manufactured in 1952 were 420 billion. Would 
that not be ap proximate ty 21 billion env wes ¢ ; 

Mr. Gunst. | have not figured it out on packages. I will. 

Mr. Knox. These are your figures, not mine. If you want them to 
stand in the record, it is all right with me. 

Mr. Guwnsr. Yes: Lam willing for them to stand in the record. 

Mr. Urr. I would like to pick that up, if 1 might, Mr. Chairman. 
The thing we are getting at is that the figure of $218 billion 
is two-thirds of the total national income last year, and it represents 
better than S10 a package for every cigarette sold. and we know they 
do not sell for that, and therefore your figures are wrong. If the tax 
to the Treasury amounts to 8 cents a pack, and we have testimony to 
the fact that represents half the wholesale value of the cigarettes, 
therefore. the total value to the Nation could not be more than twice 
$1.474,000.000, or ap proxim: itely $3 billion, and not $218 billion. 

Mr. Gunsr. I think there is n 10 question about that. 

Mr. Urr. Do you want those figures to stand in the record ? 

Mr. Gunsr. No, sir. These figures were prepared for me by asso- 
ciation officers. I certainly concur that I certainly should have caught 
it in reading such an obvious mistake, but I did not. 

Mr. Urr. Did not what? 

Mr. Gunsrt. d say these figures were prepared for me | ry the National 
Association of Tobacco Distributors officers, and it is as you say an 
obvious mistake that should have been caught by me, oo has not been, 
so I do not think I can do anything except accept your correction. 

The Cuairman. Are there further questions ? 

Mr. Hotes. Yes, sir. 

The Cuamman. Mr. Holmes will inquire. 

Mr. Hotmers. Most of my inquiries have been taken care of by the 
question raised by the ge ntleman from California, Mr. Utt. Do you 
know of any business in the United States that does $218 billion worth 
of business annually ? 

Mr. Gunst. No, sir. 

Mr. Hotmes. Thank you. 

The Cuairman. Mr. Simpson will inquire. 

Mr. Simpson. Mr. Gunst, are you an officer in the National Asso- 
ciation of Tobacco Distributors ? 

Mr. Gunst. I am president of the young executives division of the 
National Association of Tobacco Distributors, whic hi isa division of 
the association. 

Mr. Stmpson. How long have you been in the young executives divi- 
sion or in the association as a member ? 

Mr. Gunstr. Since 1946, I believe, sir. 

Mr. Simpson. Who are the members of the National Association of 
Tobacco Distributors? 

Mr. Gunsr. There are approximately 2,500 members in our associa- 
tion, representing wholesalers who distribute tobacco products as a 
means of livelihood. 
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Mr. Simpson. Are manufacturers members ? 
Mr. Gunsr. Associate members. 

Mr. Simpson. What is an associate member? 

Mr. Gunsr. An associate member is a member who participates in 
convention activities of the association. 

Mr. Srmpson. Do they provide the money to help carry on the annual 
conventions ? 

Mr. Gunsr. Do they provide money ? 

Mr. Simpson. That is right. 

Mr. Gunsv. They pay for anything that they might see fit to buy 
in the way of display booths, and so forth. 

Mr. Srrrson. To what extent do they see fit to give money to the 
association for these services, such as display booths? Specifically, 
how much money did Reynolds Co. pay to your association this year 
for the convention at Atlantic City ? 

Mr. Gunsr. I do not know the answer. 

Mr. Stupson. You have an idea? 

Mr. Guns. No, sir. ‘I know in the aggregate, to get what I think 
vou are driving at, sir, the amount paid by all cigarette manufacturers, 
including Stephano Bros., Larus Bros., Brown & Williamson, Ameri- 
can, Reynolds, and so forth, is of substantial importance to the asso 
clation 1 conducting its convention activities. 

Mr. SIMPSON. How substantial ? 

Mir. Gunsr. Major. Certainly any convention we held would be 
on an entirely different scale without their support. 

Mr. Simpson. 1 am awfully sorry. I did not hear what you said. 

Mr. Gunsr. It is of major importance. 

Mr. Simpson. It runs in the aggregate into how many thousands of 
dollars ? 

Mr. Guns. I do not have the answer, sir. 

Mr. Simpson. Is it not a fact that some of the individual companies 
display contributions amounting to as much as $15,000? 

Mr. Guns. I do not know, sir. 

Mr. Simpson. Do you have any idea? 

Mr. Gunst. No, sir. 

Mr. Stimpson. W , you get the figures on that for the record? 

Mr. Gunsr. Yes, s 

Mr. Simpson. The : amount of money divided by the several asso 
ciate members for the displays at the convention held in Atlantic 
City in 1953. 

Mr. Gunsvr. The aggregate amount ? 

Mr. Simpson. I want the amount per company and the aggregate. 

Mr. Gunsr. For each contributing company. 

Mr. Simpson. I think I ought to tell _~ it is important to the 
committee. I am very much interested i 1 what Mr. Mason was de- 
veloping here as to why Mr. Kolodny eciiad his story as between 
1947 and the present time with 1 respect to why the association now 
opposes the graduated tax when back in 1947, they energetically sup- 
ported it. You have been a member since 1946. Back in 1946, were 
Reynolds, Liggett & Meyers, and American Tobacco Co. associate 
members ? 

Mr. Gunsr. I do not know whether they were associate members 
or not. I do think I am safe in saying that they were not at any 
conventions then. 
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Mr. Siareson. More specifically, did they buy space in that year at 
your convention ? 

: Mr. Gunst. I do not know. I do not think so. There is certainly 
an answer to your question. 

Mr. Simpson. Is it not a fact that they did not? 

Mr. Gunsr. I am not sure. If I were, I would answer you. 

Mr. Simpson. I know I am correct. I do not want to mislead you. 
It ismy information they were not members, and they were displeased 
with the fact that vour association _— to favor the graduated tax, 
and that subsequently they joined 1 as assoc lt ite members and pro- 
vided a large part of the mone ar a conduct. of vour convention, 
and I infer as a result thereof, they have succeeded in influencing the 
leadership of your association to such an extent that they have changed 
their po ition on this verv lnportan t piece of legicl: ation. 

Mr. Guwnsr. If I might be permitted to answer— 

Mo. Srarpson. Please believe me, von are at a disadvantage, and I 
would much prefer to have Mr. Kolodny here. I regret he did not 
come, and I think he did not come because he knew this line of ques- 
tioning wes to be develoned 

Mr. GGUNST. In answer to that. I would like to Say this, sir. First 
of all, our association—I cannot quote figures, and if you want defi- 
nite figures, I cannot give them to you—but I do know in principle, 
and in weneral the National Associa — of Tobaceo Distributors got 
ong quite well without any of the Big Three or Four or Five, how- 
ever vou want to call them. 

Mr. Srvrvson. IT think you got along far better because your cle- 
cisions were on merit then. 

Mr. Gunsr. I think it was the Bis @ Three. We got along quite well 
without them. We did not need them financially. I do not say we 
did not do better with them than without them, but we were not 
struggling without them. The point I would like to make is that 
I happened to be at the board meeting of the national association 
when it was decided that our Association, after a great deal of debate, 
that our Association should take a stand on this matter. I would 


like to say that we have never, and in all the pros and cons of the dis- 
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inference or any other manner indicais that we should take a stand 
because it would help any particular cigarette manufacturers. 

I would also like to express my own feelings, which happen to be 
quite strong on the point In Oppo sition to what vou are saying, Mr. 
Simps son, that I do not think there was any lack of intellectual 
honesty on the part of the members by not brin wing it out at the 
meeting. I do not think that thought ever came to anybody’s mind. 
I do not think that anyone in our Association feels that they have 
any better friends than the manufacturers, who happen to be favor- 
ing this bill, namely, Larus Bros., Stephano and Brown & William- 
son. Personally, we happen to be very friendly toward them, and 
wish them the ‘best rs eens: It is not done. Our st: ind has 
not been taken at all i vor of any group of manufacturers. 

Mr. Smrrson. I aly you are sincere in your belief on it, but it is 
strange tome asa member of the committee th: at your position changed 
so abruptly after vou invited into your associ: .tion not as full members, 
but as associate members manufacturers of the standard brands, and 
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turned over substantially the financing of your organization to them. 
You are the president of the young executives of this association, and 
some day you are going to be the preside nt. Iam afraid you created 
a Frankenstein here which is going to run your organization for you 
unless some of you younger men get back and truly represent the 
wholesalers of the Nation. I think “they were truly and properly ex- 
pressing their own opinion back in 1947, when they authorized Mr. 
Kolodny to so energetically support this legislation. 

Now, it is my cone lusion that they have taken over your organiza- 
tion and have influenced, because of their financial domination, your 
organization to change their position. 

Mr. Gunsr. I have one thing I would like to say in answer to that. 
I think that is a pretty serious thought you are throwing out. ~* 

Mr. Simpson. There is some foundation for it from my point of 
view. I think you will agree with that. 

Mr. Gunst. I do not think there is anyone who is an associate 
member of NATD, including the smaller cigarette manufacturers, 
who feel that way. 

Mr. Srmpson. I feel that way. 

The CHarmman. Mr. Holmes will inquire. 

Mr. Houmes. Mr. Chairman, I think in due justice to Mr. Gunst, 
who has read this statement here, that it is fair that we bring out into 
the record rae errors In his statisties. 

On page 1, division (7), vou give us the growth of cigarette con- 
sumption in the United States under a uniform tax formula, has cata- 
pulted lla sialic of 30 vears from 39.6635,000.000 claarettes in L922 to 
10 billion cigarettes In P95L. 

Now. jumping to paragraph (@), and this is what vou were being 
very pointed!) questioned about, both by me and by othe er members of 
the committee, and I think in due fairness to Mr. Gunst, I understand 
that you wanted to Say there the wholesale volume of cigarettes en 
larged from 34 billion cigarettes in 1922 to 218 billion cigarettes—not 
dollars—in 1952, and that the reason that the 34 billion cigarettes in 
1922 and 218 billion cigarettes in 1952, being qualified as wholesale 
volume, does not correspond with the sti atistic sin section (a) is because 
there are many billions of cigarettes sold in this country that do not 
go through wholesale channels. I think perhaps that clarifies your 
statement there, does it, Mr. Gunst ? 

Mr. Gunsr. I do not know if your deductions are correct. I think 
they very probably are. 

Mr. Houtmes. Perh: wps that shoul | be brought out in the record for 
purposes of proper representation of the fact here. I wish to have it 
written into the record along that line. If there isan error in the state- 
ments made, Mr. Chairman, would it be possible for Mr. Gunst to 
have a chance to correct it ? 

The CuHamman. Without objection, it is so ordered. 

Any other questions? If not, we thank you for your testimony. 

Mr. Gunst. Thank you. 

The CuatrmMan. Mr. Schatzman. 
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STATEMENT OF EARL C. SCHATZMAN, FARMER: DIRECTOR OF THE 
BURLEY COOPERATIVE TOBACCO ASSOCIATION, RUSSELLVILLE, 
OHIO 


Mr. Scuarzman. My name is Earl Schatzman, Russellville, Ohio; 
farming is my occupation, and I am also a director of the Burley Co- 
opel itive Toba CoO Assoc lation. representing the Ohio farmers of that 
ASSOC] ation. 

The Cuamman. You may sit down, if you will, and we will be glad 
to hear your statement. 

Mr. ScuarzMan. Gentlemen, I am here as a representative of the 
tobacco growers of southern Ohio. and we would like to go on record, 
as we honestly and sincerely believe that the graduated tax on ciga- 


rettes would have a tendency to lowe} the price ot burley \ tobacco for 
couthern Ohio. Our farmers have small allotments in southern Ohio, 
but tobacco has been one of the very best money crops that we have. 
At Ripley, Ohio, they have a tobacco market, and at that market to- 
bacco is sold from the southern counties, n ost ly the counties not too 
far from the Ohio River. 

Last vear at that market there were over 12 million pounds oft 
tobaceo sold, which averaged 51 cents plus per pound. That = puts 
a lot of mone \ in those southern counties, which is used t ») pay off 


mortgages and other form of debt. 

Our pound acreage in southern Ohio is some where between 12 and 
1,800 pounds. At 50 cents a pound, you readily see that it is a very 
<ood income, Last vear on the tobacco market we have to truthfully 
say that Reynolds and American Tobacco Co. were the companies that 
paid 69 centsa pound for those better grades of tobacco. IT am not try- 
ing to say other companies did not bid on those grades. The lower 
erades sold to some of the other companies. I think all the big com 
panies and the smaller companies were represented on that market. 

The CuatrMan. Does that complete your statement ? 

Mr. ScuarzMan. Yes, sir. 

The Cuatrman. Mr. Jenkins of Ohio will inquire. 

Mr. Jenkins. Mr. Schatzman, you come from Russellville 

Mr. ScuarzMan. Yes, sir. 

Mr. Jenkrys. And you sell your tobacco at Ripley ? 

Mr. ScuatzMan. Yes, sir. 

Mr. Jenkins. How many counties in southern Ohio produce a good 
quantity of tobacco? You start with Clermont and go up the river. 

Mr. ScnatrzMan. Clermont County, Brown County, Adams C ounty, 
and Gallia County. Some of the best tobacco that ¢ame from Ripley 
this year came from near Gallipolis. 

Mr. Jenxrns. That is in my district. 

Mr. ScuatzmMan. Yes. 

Mr. Jenkins. You skipped two counties. Don’t skip Lawrence 
County which is my home county. 

Mr. “Sc HWATZMAN. Lawrence C ounty tobacco goes to Maysville. We 
sell some from Highland County, and we also sell a little bit from up 
hear Woods fie 1d. 


Mr. JENKINS. You are leaving out Jackson County. 
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Mr. Scu ATZMAN. Yes, we sel] “a lot of good tobacco from Jackson 
County. 

Mi. Jenkins. There is a good deal of tobacco produced in Washing 
ton County and in Meigs County. 

Mr. ScuatzMan. Yes, sit 

Mr. Jenkins. We have about 12 counties that produce a lot of to 
bacco. You mentioned Ripley and Maysville is markets. You omit- 
ted Huntington. 

Mr. ScuatzMan. Yes, sir 

Mr. JENKINS. Huntington takes u orent deal of tobacco. The VTOW 
ers In your section have to take their tobacco to Ripley and get what 
ever price they can get. 

Mr. ScuatzMan. Yes, sil 

Mr. JENKINS. That being the case, if they went to Maysville, 
would be some distance, and if they went to Huntington, they would 
have to go 120 miles. The three markets are available for all of 
southern Ohio and northern West Virginia and northern Kentucky. 
That territory then does produce a tremendous amount of tobaceo, and 
it is all burley, is that niga ? 

Mr. ScuatrzMan. Yes, si 

Mr. JENKINS. And the ane part of burley moves to the big dealers, 
and the poor part, where does it wo? 

Mr. ScuarzMan. It is all bought on the market by some of the 
other dealers. 

Mr. J] NKINS. Whenever you say other dealers who do you mean 4 
Those who make cheap cloarettes or those who make plug tobacco or 
scrap ? 

Mr. ScuarzMan. On our market at Ripley, we have American To 
bacco, Reynolds, Liggett & Myers, Lorrilard, Parker and Southwest 
ern. Those are the companies that are represented each day on the 
tobacco sale. 

Mr. Jenkins. For example, here is a man who comes in and does 
not have the high quality of tobacco, but he gets a chance to offer 
product, and the bidders come along and suppose his quality is poor, 
what must he do? 

Mr. ScuarzMan. He has to sell it to those buyers who are buying a 
low grade or qui ality of tobacco. 

Mr. Jenkins. What do the “Vy m: ake out of that ? 

Mr. ScuatzMan. I do not know whether I would be an authority on 
that or not, Mr. Jenkins. It goes into scrap tobacco and tobacco of 
various low qualities. 

Mr. Jenkins. I think some of it is graded or regraded and goes into 
plug tobacco and some into smoking tobacco, and some into cheap 
cigarettes. 

Mr. Scuarzman. That is right. 

Mr. Jenkins. That is all, Mr. Chairman. 

The Cuatrman. Are there any other questions? If not we thank 
you for your appearance. 

Mr. ScuarzMan. Thank you for the opportunity. 

The Cyaan. Mr. R. H. Proctor, if you will give your full name, 
address and the capacity in which you appear, we will be glad to hear 


you. 
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STATEMENT OF R. H. PROCTOR, TOBACCO FARMER FROM ST. 
MATTHEWS, KY. 


Mr. Procror. Mr. Chairman and gentlemen of the committee, I am 
R. H. Proctor of St. Matthews, Ky. I am and have been all my life 
a tobacco farmer. Perhaps not all my life but like my other tobacco 
people, I have worked in tobacco since I was large enough to carry a 
bucket and drop plants. 

I also remember of 

I also am a member of the staff of the Kentucky Farm Bureau 
Federation. My title there is director of the legislative department. 

In addition to that, I am assistant to the executive secretary of that 
organization. It is for that organization that I appear here with a 
very brief written statement. . 

The Farm Bureau, as perhaps all of you know, is a dues paying 
organization of farmers and its policies and program are developed 
by the members in the counties, that is, they are recommended there, 
and finally are adopted or rejected by voting delegates who are elected 
from the 112 organized counties in the State. The only position that 
we wish to take here is the position taken by those farmers throughout 
the years which our policy supports. The membership in this organ- 
ization is over 68,000 farmers. Of course, we all know that Kentucky 
produces more burley tobacco than any other State. 

It is our firm opinion that economical production of quality prod- 
ucts is a basic requirement for profitable farming. This organiza- 
tion has continuously supported and encouraged our experimentation 
of the College of Agriculture, University of Kentuc..y, in its efforts 
to improve the quality of burley tobacco through research and experi- 
mentation in order that growers might meet the demand for continu- 
ing improvement in the burning quality and flavor of our popular 
flavor of the American brands of cigarettes. This effort, we believe, 
has been well rewarded through increased income for farmers who pro- 
duce the premium quality tobacco used on the manufacture of these 
cigarettes. 

We are strongly opposed to the Federal Government, through 
graduated tax rates or otherwise, subsidizing producers of low quality 
products. We are convinced that a graduated excise tax on cigarettes 
as proposed in H. R. 1417 would be detrimental to tobacco growers, 
particularly those who produce premium quality cigarette type tobac- 
co. This would come about by forcing manufacturers of popular 
brand cigarettes to adjust their operations in order to overcome a 
competitive disadvantage that a graduated tax might impose upon 
them. We burley producers in Kentucky believe that regardless of 
how this adjustment might be made, farmers would stand to lose a 
large portion of their profit which they now make on the premium 
quality grades of the crop produced. We believe that in a very real 
sense much of the low quality burley tobacco produced is an unavoid- 
able byproduct of the crop. 

That is my statement, Mr. Chairman. 

The Cuatrman. Mr, Jenkins will inquire. 

Mr. Jenxrns. Mr. Proctor, you are here primarily to represent the 
Farm Bureau, is it? 

Mr. Procror. Yes, sir. 
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Mr. Jenkins. The Farm Bureau Federation ? 

Mr. Procror. Yes, sir. 

Mr. Jenkins. Are you in close enough contact with the farm bu 
reaus over the country generally to know whether or not practically 
all the farm bureaus that are interested in this proposition whatever 
have all declared themselves opposed to the enactment of this 
legislation / 

Mr. Procror. I am’ not qualified to make such a statement. I do 
know that there are many Farm Bureaus represented here, such as 
North Carolina, South Carolina, Virginia, and West Virginia, but 
I have heard of none to the contrary, as far as I know. But I would 
not attempt to speak for all of them. 

Mr. Jenkins. I understand that. From your knowledge as one 
coming from the tobacco area, the Farm Bureaus are generally op 
posed to this legislation ? 

Mr. Procror. As far as I know, that is true. 

Mr. Jenkins. That is all, Mr. Chairman. 

The Caarrman. Any other questions? If not, I want to thank you, 
Mr. Proctor, for your testimony. 

Mr. Procror. Thank you, Mr. Chairman. 

The Cuarman. Mr. M. J. Hennessy, Augusta, Ky., is the next wit- 
ness. Please give your name and address, and the capacity in which 
you appear. 


STATEMENT OF M. J. HENNSSSEY, REPRESENTING FARM BUREAUS 
OF MASON AND BRACKEN COUNTIES, KY. 


Mr. Hennessey. M. J. Hennessey, of Augusta, Ky. A man came 
around and asked me if I was a tobacco grower, and I told him yes, 
and Iam, ina small way. I am not what you would call actu: ally a 
farmer. Iam representing the Farm Bureaus of Mason and Bracken 
Counties. Every county in Kentucky has a Farm Bureau. 

Now, I am here as a representative of the Farm Bureau and I will 
say on the side with eight children, I have to practice a little law. In 
other words, [am a countr y lawyer in Kentucky. 

Mr. Chairman, I want to say this: A few days ago I became 77 years 
old, but 77 years young, except a slight defect in hearing, and I would 
ask this favor. I will only make a short statement, mostly in answer 
to a number of the queries propounded from the bench. I would be 
pleased to answer any questions when I get through, and from what 
[ have seen some of you do a thorough job of picking the feathers. 

I believe there are more momentous questions involved in this hear- 
ing and this issue than appear on the surface. We have heard statis- 
tics for several days. I never was much at statistics, but most of it 
has been a repetition, and I think it is about time that the committee 
Was getting an overall picture of what is in issue. 

I am a veteran of the 1934 Ways and Means Committee hearing. 
All I have to say is that I would like to give you just a short history 
of the two different eras. There are two different eras involved in 
this matter today. One is the era of the great depression. This is 
the era of the greatest prosperity in the history of the United States. 

Now, let us go back and see under what circumstances we held that 
meeting in 1934. It was in the midst of the depression. There has 
been | a whole lot of talk about the 10-cent cigarette. The 10-cent 

1144453 ——15 








218 GRADUATED CIGARETTE TAX 


cigarette is no more. The cheapest cigarette is about 13 or 14 cents. I 
will say that the 10-cent cigarette and the roll-your-own boys were 
born in the womb of the de ‘pression, fathered by an economic pears 
that was demanding not only cheaper cigarettes, but cheaper goods of 

all quality. Naturally, with the prices all low, the fenaltey’ had to 
de ‘teriorate. 

Dut ny that depression, millions of men walked the streets looking 
for employment, with soup houses almost at every corner. IT am not 
trying to make a Democratic speech, but Tam just trying to make it 
To lustre ate my pornt. 

The CHairman. You are dog pretty well. 

Mr. Boaes. It is a good speech. 

Mr. Hennessey. But at that time, everything was cheap. Even the 
men that were employed, especially in the rural districts and small 
towns, were glad to make a dollar a day instead of $2, 83, or 54, or 
Sian hour. That is when the 10-cent cigarette came into the picture. 

At that time, realizing that thev had to meet the impoverished con 
ditions of the era, the Brown & Williamson Co. and the Axton Fisher 
Co. of Louisville introduced a 10-cent cigarette, which flourished 
that time. 

Gradually the 10-cent cigarette became popular and at one time, 
according to the representatives of the Brown Williamson Co., the 
consumption of 10-cent cigarettes approximated almost 30 percent 
of the total production of cigarettes. And Mr. Wood Axton on the 
stand in eis to inquiries by Mr. McCormick of this committee, 
coming here asking for aid, asking for a reduction, admitted on the 
stand that on a $3-million capital his earnings in 1933 amounted to 
$1,672,000. 

Now, not only that. The Brown Williamson Co. were flourishing. 
Now, fortunately those conditions began to disappear and with the 
coming of prosperity and the waning of the depression era, naturally 
the demand and the consumption for the cheap cigarettes dec ‘reased. 

From the time they were roaming the streets and looking for jobs 
and looking for the bare necessities of life, an inferior quality of every- 
thing and not only cigarettes, from that time on, as the prosperity era 
began, labor above all others began to ride the wave. Men who could 
not get a job at $1 a day during those times, sometimes are striking = 
they cannot get $35 or $40 a di ay. But everybody began to look 
things differently. Why would a man making $150 or $200 a inte a 
$100 a week—not all of us—but who would go in with a small ie 
of whisky, and with a few swallows a dollar will disappear. That 
was the way with everything. The boys that were doing the walking 
in 1932 and 1933 are the boys that are riding around in Lincolns and 
Mercuries, and the costlier cars. They are the ones whose families 
are wearing sealskin coats—I should not say anything about a sealskin 
coat—but wearing the most costly furs. That is your situation 
there. 

What has happened? These men want the best of everything. 
They want quality. I do not say this to laboring men alone. The 
white collar fellows come in a little bit, but not much. Under the 
circumstances, they no longer go around seeking inferior quality to 
save a couple of cents on a pack of cigarettes. 

Now, with conditions flour ishing, | practically the golden era of this 
country, we should not overlook the fact that while prices are high, 
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and the income increased from 30 to 40 billion in 1932 and 1933, that 
income amounts to 278 or 280 billions in 1952. 

Now, here is your proposition. They tell me we have an astronom- 
ical debt. M: iybe it is true. It is increasing. Now is not the time 
to indoctrinate the general public who are making these fabulous 
wages with the spirit of economy. I say to you indoctrinate that 
spirit, you then teach them to hoard, to save, and then the annual 
umount of the annual income is bound to descend. Prices in some 
instances are too high, but the time is not coming in our day when we 
can afford to go bac! k to the che: ap prices. If you ever expect to pay 
this debt off in 50-cent dollars, you better keep the prices of com- 
modities and other things higher. 

Now, the only place for economy in this Government today is in the 
Government. That is the place where we need economy, not among 
the public who are making fabulous wages. We do not want them to 
economize too much, because it is a hazard to the national income. 

Now, I have come to this proposition. T have heard a great deal 
vesterday about the consumer, and about this excise tax being a prop 
erty tax. T just want to explain the way I see it. The excise tax is 
in no respect a property tax. The United States Government would 
not have any right to put an ad valorem tax, the property tax, on 
the properties in the different States. An excise tax in the legal 
definition is not a property tax: it is a duty tax, and placed upon 
the manufacturers, consumers, and sales of various commodities in 
the markets of the United States. 

Now, what hapened? I have heard it argued thus; the property 
value has been one of the main things in this discussion, const: antly 
referred to. Why the difference in the property value. I will say 
this, if we were operating under an ad valorem tax, that would be 
pertinent. But we are operating under an excise tax, and the pur- 
pose of an excise tax is to put a tax on the manufacturer, the con 
sumption, and the selling of these commodities. It is in no wise an 
ad valorem tax. 

The objective is to reach the profits and not the property of the 
various commodities or other things upon which that is levied. 

Now, let us come to that point. We have heard frequently both 
from the floor and from the committee that the difference in the 
value of the property makes the tax disproportionate, unfair, and 
unequal. I say operating under the excise flat-rate tax, that is not 
true. It is the most specious argument that has been advanced. The 
objective is to reach the profits. For what reason’ The United States 
only has that power because the commodities and manufactured arti- 
cles are consumed in the markets of the United States. In other words, 
it isa privilege for which they are taxed. 

Now, let us take the cigarette proposition here. It is true that 
the manufacturers of the cheaper cigarettes buy only and mostly the 
inferior grades of tobacco. When it comes to the ad valorem tax, 
all their property, their plants, their stocks of tobacco, and everything 
else is subjected to an ad valorem tax by the State which is the juris- 
diction that has that power. 

On the other hand, the manufacturers of the better cigarettes pur- 
chase the premium of the tobacco crop of Kentucky and some of the 
other States. 
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Mr. Stupson. Would you pardon me, while I ask the chairman a 
question, please / 

Mr. Chairman, this is my bill that is under consideration, and I feel 
that I quite properly can raise this question. 

We understood the hearings would be 1 day for each side, and 
although the question has not been raised at all, the proponents have 
used 2 hours and 50 minutes, and the opponents, until we started this 
morning, 5 hours and 20 minutes. 

I have no objection to going on and #n, but I do point out that it 
is approaching noon. We might like to ask this gentleman a few 
questions, and I feel inasmuch as the proponents do not plan to take 
additional time at the moment, that we can quite properly ask that 
these hearings be speeded up. 

The Crairman. I had hoped we would complete the hearings by 
noon today. We have two more witnesses, and of course, there must 
be time for examination of the witnesses. I do not want to curtail 
anybody. I want to be perfectly fair. We have given the opponents 
here much more time than has been accorded the proponents. 

Will you proceed and without limiting you, we would like to have 
you give consideration to the fact we do have other appointments. 

If you wsh to submit anything in writing for the record, you may. 

Mr. Hennessy. I can get through in 15 or 20 minutes. 

The CHarman. We have 25 men here who all have other work to 
do. You are making, of course, a very fine presentation, but if the 
others take that time, we will run long into the afternoon, and will 
hve to carry the hearings to another date. 

Mr. Hennessy. Is the chairman coming back after dinner? 

The Cuarman. The committee cannot meet after lunch because of 
other business and we have two more witnesses. 

Mr. Hennessy. Of course, the proponents lost a lot of time by 
answering sO many questions, 

Mr. Esernarrer. Mr. Chairman, inasmuch as it is only 15 minutes 
until 12 o’clock, I suggest the gentleman be allowed 5 more minutes 
to conclude his statement, that would be fair, and then we will hear 
the other witnesses. The gentleman has already had 15 minutes. 

The CHatrrman. Without objection, Mr. Eberharter’s suggestion is 
agreed to. Suppose you go on for 5 minutes. 

Mr. Hennessey. Well, commencing where I stopped, in regard to 
this excise tax, they frequently ask about the difference in tobacco. 
Now, when the manufacturers of the cheap and the better cigarettes 
reach the taxing office, the cheap cigarettes are manufactured at a 
cost of about 75 percent. The other is 100 percent. Now, the ques- 
tion is not the value of those properties, but the question is what will 
the profits be. The profits would be practically the same on both 
brands of cigarettes, but the variance in price in favor of the cheaper 
cigarette, the cheaper cost equalizes before the taxing bureau. 

Now, that is applicable to gasoline, it is applicable to whisky, it is 
applicable to tires, it is applicable to tubes and a lot of the commodities 
for this reason: the Government could not operate under the form 
of ad valorem tax. They estimate the profits that will be made upon 
the commodity to be sold in the market provided by the Government, 
and fix a flat-rate tax. What would you do with whisky and gasoline 
if you let the tax fluctuate with the price of gasoline, cigarettes, or 





| 


3 





a | 


GRADUATED CIGARETTE TAX 221 
tires? You would be changing the tax practically right along. But 
that is not the big proposition. 

Now, in regard to that tax, who pays that tax? At the other meet- 
ing, all manufacturers of the cheap and the better cigarettes conceded 
that the consumer paid the tax. We all know that. When you buy 
your pack of cigarettes with 8-cent stamps on it, they are paying for 
that. The manufacturers are only the media through which these 
stamps are purchasec, The consumer pays all that tax. I wish to 
state to you, as they admitted then, the manufacturers do not pay 1 
cent of the tax. The consumer pays that tax. 

Now, the question is that the differential will amount to about $1.05, 
I am talking about the permanent law to go into effect in April 1954. 
At that time the cheap cigarettes will only pay a tax of $2.45. The 
standard brands will pay a tax of $3.50. Consequently, vou have a 
differential there in favor of the cheap cigarettes of $1.05, almost one 
third, but less than one-fourth as an advantage. What becomes of 
that differential? That was the $64 question at the 1954 meeting. 

I have heard them ask man after man—Mr. McCormick and Mr. 
Vinson were persistent in knowing—what is to become of the differ 
ential, the saving caused by the differential? Not a one of them 
said that they were going to pass it on to the consumer. Mr. Axton— 
I want to read his testimony—in response to an interrogation by a 
member of the committee, as to whether the reduced tax would reach 
the farmer, Mr. Axton, head of one of the largest companies of 
manufacturers of cheap cigarettes in the country, said, “It will give 
us an opportunity to pay more and maintain the 10-cent price of our 
cigarettes.” 

The CuarrmMan. Your time is up, and we thank vou for your 
presentation. 

(Mr. Hennessey submitted the following statement :) 


ExTENDED STATEMENT OF M. J. HENNESSEY, OF AUGUSTA, KyY., REPRESENTING THE 
Farm BUREAUS OF MASON AND BRACKEN COUNTIES, KY. 


By permission of the committee I have been given the privilege of filing an 
extended statement. 


THE PAST 


In the year 1930 the consumption of cigarettes amounted to 120 billion, with 
a return to the Treasury of $360 million in taxes. In the 1931-82 fiscal vear 
the production decreased to 105,800 million a decrease of over 14 million and a 
consequent loss in tax revenue of $40 million. 

These were the worst years of the depression. At this time all cigarettes were 
retailing at 15 cents per pack; with looseleaf tobacco averaging only 9 cents per 
pound, labor costs at a minimum and the purchasing power of the people at its 
lowest ebb, it was an ideal time to launch a 10-cent cigarette in a more or less 
demoralized market. Owing to the economic pressure the immediate response was 
tremendous. 

At the hearing of the Ways and Means Committee in 1934 with a bill pending 
to reduce the tax from $38 to $2 per 1,000 on the cheap cigarettes Mr. H. M 
Robertson, representing the Brown-Williamson Co., the largest manufacturer of 
the cheap cigarette, said: 

“The sale of our Wings cigarette, which was reduced in price from 15 cents 
to 10 cents per pack, increased in volume from 8 million per month to 2,250 mil- 
lion per month. The percentage increase about 30,000” (168-169 R. 1984 H.). 

The president of the Axton-Fisher Co., 1 of the 2 largest manufacturers of 
the 10-cent cigarette, stated that his company earned $1,697 million on a capital 
of $3 million in 19383. 
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With the waning of the depression, increased purchasing power of the people, 
no longer forced to sacrifice quality for an inferior cigarette, increased labor 
costs, also the steadily increasing price of the tobacco used, both the better, and 
inferior grades used in their cigarettes, the decline in volume of its sales was 
inevitable. 

From a high of approximately 25 percent of the total volume of cigarettes 
manufactured during those years, equivalent to about 30 billion, their share of 
the market, the sales have steadily declined to three-fourths of 1 percent of a 
total production for 1952, about 3 billion as their share. 

Since 1934 repeated attempts have been made by these same manufacturers 
to change the flat rate to a graduated tax. Its fairness and efficacy of admin 
istration, in the gasoline and also the liquor tax, has been established for over 
50 years. Why not try to tear down the tax structure in those taxes also? 


THE FUTURE 


The bills now before the committee seeking to change the flat-rate tax to a 
graduated tax provide: That beginning April 1, 1954, the tax on each 1,000 
cigarettes selling under 13 cents per pack shall be $2.45, on those selling for over 
13 cents per pack, $3.50. 

This will provide a differential or preference tax in favor of the cheap cig- 
arettes, amounting to $1.05. This will amount to a 380-percent differential in 
favor of the cheaper cigarettes. The Treasury estimate on the loss on three 
fourths of 1 percent in 1952 is $17 million. 

A statement appearing in numerous circulars distributed here on the opening 
of this hearing contained the following: “This saving in the Federal tax would 
be passed on to the consumer.” There is nothing in the statement that would 
be binding on the manufacturers of the cheap cigarettes. 

This unauthorized statement was the most effective propaganda introduced 
here and has been greatly emphasized by the proponents of the bill, apparently 
an appeal to representatives of non-tobacco-producing States. 

The question of the proceeds of the subsidy and its application was asked 
repeatedly at the 1934 hearing, in response to interrogation by Mr. Shallenberger, 
a member of the committee, as to whether the reduction wuold reach the farmer, 

President Axton, of the Axton Fisher Co., said: 

“It will give us an opportunity to be in a position to pay more and maintain 
the 10-cent price for our cigarettes” (157 R. 1934 H.). 

In response to a statement by Chairman Fred Vinson: 

“That with a 16% cents reduction in the tax, you could pass a very substantial 
sum in increased prices to the grower for the tobacco and at the sume time give 
the consumer a subsiantial benefit.” 

Mr. H. M. Robertson, of Brown Williamson Co., said: 

“I think that is a correct conclusion, subject to certain qualifications, as to 
the fact that there is no way in the law by which the manufacturers, by a 
tax provision would be called upon to pass this on.” 

There is, as Mr. Marshall aptly stated, no law to require the manufacturers 
to allocate these proceeds to any definite purpose. This is left entirely to their 
discretion. They can keep it and add it to their earning, pass it to the con- 
sumer, or use it to improve the quality of their cigarettes by buying better 
grades of tobacco, thereby greatly increasing their sales and place them on 
a more substantial basis to meet competition from the better cigarettes, which 
they well know is inevitable. 

The use of inferior grades of tobacco in the cheaper cigarettes was without 
doubt the cause of the decline in the sales. It was suggested here that the 
quality of the cigarettes should be left to the consumer. After using an average 
of over 400 billion cigarettes annually he has returned his verdict by a majority 
of 9914 percent to three-fourths of 1 percent. 

With the steadily increasing labor costs and the great increase in the prices 
of cigarette tobacco the cheap cigarette is on its way out and their last recourse 
to improve the quality and also finance the competitive war with the better 
cigarette, is to have the Government finance both with a subsidy, in the form 
of a reduced tax. 

They sought to do this in 1934, when as stated by Mr. Marshall, the other people 
were reducing the price of their cigarettes to meet the competition, at the rate 
of $100 million per year. 

The statement, or command, of Representative McCormack, of Massachusetts, 
a member of the committee aptly expressed its views of the proceeding, when he 
said to Mr. Robertson, of the Brown Williamson Co. : 
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“What you are advocating is the use of the internal-revenue laws to give a 
certain group of the industry an advantage over another group. You realize that 
you are starting out on a pretty vicious legislative circle. If you can do it with 
cigarettes, why not do it with anything else?” 

What they were trying to do then, they are trying to do now, only on a larger 
scale. If the other people, the other manufacturers, could as Mr. Robertson said, 
spend $100 million in depression days what could they spend now? 

A substantial improvement in the quality of the cheap cigarette, by the addi 
tion of more of the better grades of tobacco, would lead to a much greater 
demand and the sales could duplicate the depression increases. The increase of 
even 10 percent could be disastrous to the Treasury. 

The Treasury estimate of the annual loss on only three-fourths of 1 per 
cent, based on the ratio in 1952 of the volume of over 400 billion sold, was $17,- 
million With a substantial increase, probably 10 percent in the sales, the 
annual loss to the Treasury would be 13 times three-fourths of 1 percent, or over 
$200 million annually. 

This is not the only hazard: The manufacturers of the better cigarettes, in 
self-defense and in order to take udvantage of the reduced rates, will also enter 
the cheaper or 13-cent field and the costly competitive war of the depression days 
will be repeated. 

This will cause the better cigarette manufacturers to probably increase their 
production of cheaper cigarettes to probably one-third or on-half of their present 
output of approximately 400 billion and an additional loss will be added to the 
loss on the cheaper cigarettes. 

The enactment of this law will place the Government in a unique position, 
forcing it even against its will, to finance from funds withheld from the Treasury 
in the form of a subsidy, not only the improvement in quality of the cheap ciga 
rettes but also their competitive war against the manufacturers of the better 
cigarette, in a way using the tax collected from them against their interest. 

Stranger still, when the main beneficiary will be the largest tobacco Company 
in the world, the British American Tobacco Co., the owners of Brown & William 
son Co., the largest manufacturers of the cheap cigarettes in this country. More 
so, when it is aided in its own country by a discriminatory preferential tax of 
3 cents per pack on all American cigarettes. 

In order to secure advantage of the reduction under the proposed new law the 
price of the cheaper cigarette cannot exceed 13 cents per pack. With the in- 
creased cost of production of tobacco, of labor and other manufacturing costs, 
it will be impossible to produce a cigarette to retail at 18 cents and still maintain 
a profit. That is why the manufacturers of the cheap cigarettes are here. 

The only profits to these manufacturers must necessarily come from reduced 
prices to the growers for their cigarette tobacco and out of the subsidy or handout 
from the Government to enable them to improve the quality of the tobacco con 
tents of their cigarettes. 

The increase in the prices of all cigarettes during the past few years is not 
due to the increased price of tobacco nor from the tax, exorbitant as it is, but 
primarily from the excessive demands of the “profit tax.” 

The consumer cannot lose because the price cannot exceed 13 cents and he will 
get a better quality cigarette for his money, at the expense of both Government 
and tobacco grower. 

The tremendous increase in the demand for the inferior or medium grades of 
tobacco is certain to result in reduced demand for the prime or better grades 
from which the main profit accrues to the grower, there is small, if any profit 
in the production of the inferior grades of tobacco, cheaper cigarettes always 
means Cheaper tobacco prices to the growers. 

This will spell economic disaster to the tobacco growers with a possible reduction 
of 20 or 25 percent in the present average price of his cigarette tobacco. This 
will be reflected in the economy of all business of every kind throughout the 
areas in which tobacco is predominantly the principal crop. 

This is not the time to wreck or even jeopardize any segment of the national 
industry ; it could be a hazard to the future of other industries. 

Is it wise, in an era of deficits in the Treasury to tamper or experiment with 
tax structures the value of which have been established by years of administra- 
tion and experience? Is it wise for the Government to interfere, in competitive 
free-private enterprise, especially as in this case to finance a loser? The slogan 
here, as well used once before could well be: “Let Well Enough Alone.” 

All of which is respectfully submitted. 
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The Cuairman. The next witness will be Mr. Claude P. Bordwine, 
secretary-treasurer of the Virginia Burley Tobacco Growers 
Association. 

Iam going to make a little request of the next witnesses if I may, 
and that is we must get through here at 12 o’clock. How many pages 
do you have and how long will it take you? 

Mr. BorpwIne. Five minutes, sir, or less. 

The Cuarrman. Will you give your name and address, and the 
capacity in which you appear, for the record ? 


STATEMENT OF CLAUDE P. BORDWINE, ABINGDON, VA., MANAGER, 
VIRGINIA BURLEY TOBACCO GROWERS ASSOCIATION 


Mr. Borpwine. [am Claude Bordwine, of Abingdon, Va., manager 
of the Virginia Burley Tobacco Growers Association. 

It is indeed an honor and privilege to be heard by this honorable 
committee. 

As manager ot the \ ire mia Bu ley Tobaceo Growers Association, 
which now has 14.000 crower members. and as a grower of burley 
tobacco, myself, | thank you for the privilege of being allowed to 
register our opposition to this graduated tax proposal. Weare certain 
this graduated tax would mean an overall lower price to the growers 
of burley tobacco, as well as other types of cigarette tobaccos. 

We are of the opinion that this proposal would create greater com- 
petition for some of the lower or che: aper gr ades of tobacco, If this 
pro} osal does pass, and the so-called economy brands should capture, 
let iis Say, 20 percent of the cigarette market where it now has around 

> percent of the total, then the so-called popular brands would not, 
and could not, purchase all of our higher quality or cigarette tobaccos 
which we now are producing. 

In other words, this 17-percent gain for the economy brands would 
mean the popular brands would use 17 percent less of our top cigarette 
grades and the amount they do purchase will most certainly be at a 
lower price than they now are paying. Probably the popular brands 
would be forced again to start producing economy brands as they 
have in the past. I remember when there were many so-called 
economy brands on the market and several brands were manufactured 
by the companies who also were manufacturing the popular brands 
and, at the same time, the growers were selling good cigarette tobacco 
as low as 10 cents per pound. We feel certain that the populs iv brands 
would not continue to pay the price they are now paying for top 
cigarette tobaccos should this propose “l or aduated tax become law. 

We do not know the average price paid for tobaccos by the economy 
brands, but my best information is that it is 30 cents per pound; now 
for the last few years we have been receiving an average of 50 cents 
per pound and more for our cigarette tobaccos. So now if the economy 
brands ¢ apture 20 percent of the market for their cigarettes and their 
average price for tobaccos is 30 cents, then the grower is going to 
lose almost one-fifth, or 17 percent of his market for top cigarette 
tobaccos at the top price. 

Where will this tobacco go? 

If into the economy brands, the price will have to be much lower, 
so we think the popular brands will take more at a substantially lower 
price and manufacture economy brands also. Of course, if the parity 
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support price remains on tobacco, the associations will get the most of 
this 17 percent surp lus cirgarette tobacco. We do not know what they 
wour | do with it, since the popular brands would have what they need 

without this 17 percent, so the only remaining thing to do would be 
to cut the acreage, thereby cutting the growers income. We took a 
cut this year and are sure we will have another cut next year and, if 
this proposed graduated tax passes, we do not know what will happen. 
You understand, we figure this 17 percent will, hn most part, come 
off our exports leaving us with the normally anal pounds in the 
better cigarette tobaccos. 

Qur growers have been encouraged for the last several years to 
produce finer cigarette tobaccos, so this would go against the growers 
who had strived to produce finer tobacco, while the grower who had 
not tried to improve the quality of his tobacco, of whom there are 
very few, would fare better. 

But the possible price increase on lower quality tobaccos would only 
in a small measure help to take care of the drop in the price of top 
quality tobacco. However, these lower erades of tobacco are the very 
erades we have been exporting. The export trade, we have been 
advised, has a practical top price of 45 cents per pound delivered to it. 
So, in turn, this would not only lower the pric e of our own good Clg 
rette tobaccos, but we would lose part or all of our export business as 
well, especially in the medium price field, which in turn would force 
us again to reduce our acreage, and this, of course, reduces our now 
modest total income. 

This woul | very cle ‘finite ly cause or force more tore ign cou intr! Ss to 
produc e more tobacco of this type than the vy now are producing, even 
though they are increasing their production every year as it is now. 
Phis would make them move faster to produce more tobacco te supple- 
ment what they now are importing from us. Once we lose this export 
business, we might never recapture it, as we have spent years building 
up our exports and can lose it all by pricing our low grades out of their 
reac h. 

So, gentlemen, as we see it, this graduated tax could have seriously 
udverse effects on the growers of cigarette tobaccos and the whole 
economy of the tobacco and cigarette business. 

The fact is that practically all the tobacco growers and manufac 
turers of 97 percent of the cigarettes are not asking for this tax reduc 
tion, and the interests advocating it represent less than 3 percent of 
the total cigarettes manufactured. This gives us a good example of 
the 3 percent tail attempting to wag the 97 percent dog. 

We have a uniform or standard rate on whisky, $10.50 per gallon, 
I am told, regardless of the qui ali ity or sales price. So would it not 
be reasonable to e xpect a group of distille rs who now are manufactur 
ing some unpalatable and mediocre brands or type s of whisky to come 
to Congress and ask for tax revision to place them in a more favorable 
competitive position / 

The same thing goes for gasoline—we have a standard tax per 
gallon, regardless of quality or sales price. There are some small 
refiners who admittedly produce an inferior brand of gasoline. 
Slrould they not pay less tax than the refiners of high-grade gasoline? 
The large refiners produce two grades of gasoline—regular and 
ethyl—about 2 cents difference in the price, but the tax is the same. 
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We think it is bad to try to boost any segment of private enterprise 
by tax relief, or the deviating from a uniform tax for that type 
product. 

These are our reasons for opposing the graduated tax on cigarettes. 

The Cuatrman. Thank you for your statement. 

Mr. Coorer. Mr. Chairman, reference has been made here to the 
letter of the Department of Agriculture in 1947. I would just like 
to invite attention to the hearings before the Committee on W ays 
and Means, Slst Congress, 1949-50, and page 2474 of this bound 
volume shows a statement of Mr. James E. Thigpen, Director, Tobacco 
Branch, Production and Marketing Administration, Department of 
Agriculture: 

Mr. Chairman, my name is James E. Thigpen. I am Director of the Tobacco 
Branch of the Production and Marketing Administration, Department of 
Agriculture 

I have a statement here relating to the matter under consideration by the 
committee which IT make for the Department of Agriculture. 

In response to an inquiry from this committee, the Department of Agriculture 
in July 1947 indicated that it favored the principle of a graduated excise tax 
on cigarettes. The Department did not present any conclusive proof in support 
of the opinions expressed in that letter and does not have facts or data which 
ean be offered as proof now 

The Cuairnman. Very well. 

Now, the last witness is Mr. W. Nat Terry, president of the Danville 
Tobacco Association of Danville, Va. We will give vou a full 5 
minutes, and you may extend your remarks, 

Will you give your name, address, and the capacity in which you 
appear? 


STATEMENT OF W. NAT TERRY, JR., PRESIDENT, DANVILLE 
TOBACCO ASSOCIATION, DANVILLE, VA. 


Mr. hg rkY. Mr. Chairman and members of the committee, my 

mme is W. Nat Terry, Jr., of Danville, Va. I am appearing here 
sak av asa tobacco grower of P ay lvania County, Va., a tobacco ware- 
houseman in Danville, president of the Danville Tobacco Association, 
and a representative of the tobacco executive committee of the Dan- 
ville Chamber of Commerce. 

[ appear before the committee on behalf of the above-named groups 
to plead against House bills 1221 and 1417, which bills would create a 
tax differential on the excise tax now imposed on cigarettes. 

We are opposed to the tax differential as set up in the proposed bills 
because of the financial losses to our tobacco growers which would 
surely result with the passing of this legislation. 

An eXcise-tax differential between quality-brand cigarettes and 
economy-brand cigarettes would put the manufacturers of quality 
cigarettes at a competitive disadvantage which they could not over- 
come Without cheapening their products. 

Quality manufacturers would have to buy and use cheaper quality 
tobacco, which would lessen the demand for the better or quality 
grades. This would mean material and serious financial loss to hun- 
dreds of thousands of tobacco growers in some 12 States. : 

To me it does not make good sense for the Government on the one 
hand to be spending millions of dollars annually to educate the farmer 
to produce better quality tobacco, and on the other hand, through this 
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proposed legislation, to encourage the production of poorer quality 
tobacco, 

Gentlemen, I believe that legislation should never be used to penalize 
the grower or the manufacturer who is endeavoring to offer the public 
a better product. 

The types of tobacco which quality-brand makers of cigarettes use 
has been selling well above Government parity. This proposed amend- 
ment would tend to reduce the price of the quality tobacco down to or 
below parity. Notwithstanding the great economic loss to the pro- 
ducers, it would be a shame to disturb the successful program under 
which the tobacco growers are now operating. 

We are in favor of reduct Ing tuxes whenever and wherever possible. 
But— we are not in favor of reducing basie excise tax for a favored 
group within any industry. Whenever any tax reduction is justified, 
then it should be done across the board in fairness to all. 

The proponents of these bills claim that no loss in farm income 
would result from the passage of these amendments. But, gentlemen, 
if you manufacture a cheaper product, a product of lesser quality, 
you must either use cheaper materials, or take it out of labor. 

The Crrairman. We thank you for your appearance and the infor- 
mation which you have given to the committee. The request has been 
made that the witnesses who have appeared here, both the proponents 
and the opponents have the privilege during the next 10 days of 
extending their remarks in the record if they so cesire. Without 
objection, it is so ordered. 

Mr. Jenkins. Mr. Chairman, several men who stayed over todav 
expected to be called, but realized that they had no time and have 
given up their places. I wonder if it would be proper for me to ask 
that they be permitted to file their statements ? 

The Cuarrman. Are there any persons present who wish to file 
statements ¢ 

(No response. ) 

Mr. Jenkins. Mr. Lanier, are there any men on your side that wish 
to present statements 4 

Mr. Lanier. Mr. Jenkins, as far as l know, there are none. I did 
not make up this list. of course, but as I look it over, it seems that 
everyone on this list I have here has had an opportunity. 

Mr. JENKINS. Judge Wood had not had an opportunity. 

Mr. Woop. Mr. Chairman, as far as I know, the people representing 
the burley angle of this discussion have mepeeeed qe your com- 
mittee, and there is no one further to be introduced at this time. 

Mr. Jenkins. Did you want to present your taianaa ¢ 

Mr. Woop. No. It has been excellently covered by the men who 
have spoken. Thank you very much. 

The CuarrmMan. The committee stands adjourned subject to call of 
the Chair. 

(The follow Ing was submitted for the record :) 


WENDELL, N. C 
March 30, 1952. 
CHAIRMAN, WAYS AND MEANS COMMITTEE, 
House of Representatives, Washington, D. C 

Mr. CHAIRMAN: In the interest of tinre I did not ask the committee to heat 
me concerning H. R. 1417 and H. R. 1221, for I realized that most of the com 
mittee were most anxious to attend to other pressing appointments. 

Since the committee was kind enough to extend the time for submitting addi 
tional statements for an additional 10 days I am submitting a statement which 
I would appreciate your kind attention to. 
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I am enclosing additional copies and would deeply appreciate it if the com 
mittee would give them consideration as part of the record in opposition to these 
measures 

I would also like to take this opportunity to thank the committee for their 
courteous attention and the kind treatment we received during the hearings on 
these matters 

Sincerely, 
e L. R. CLarkK, Jr., 
Wendall, N. C. 


STATEMENT oF L. R. Crark, Jr., OF WENDALL, N. C., CONCERNING Howse BILLS 
1417 AND 1221 


Mr. Chairman and gentlemen of the committee, my name is L. R. Clark, Jr., 
of Wendell, N. C., and I am submitting this statement as an individual citizen, 
speaking in the interest of approximately 500 tobacco growers for whom I am ‘ 2 
agent. I am a tobacco warehouseman and farmer in Wendall, N. C. 

I do not believe that the American public wants, and I do not believe the 
Congress should encourage, the manufacture and sale of inferior products of any 
kind. I do believe that the public wants, and the Congress should encourage, 
quality merchandize made available to the public through advanced production % 
and technological methods. Whenever any manufacturer is able to offer on the 
market a product equal in quality to the accepted standard brands already on 
the market, at any lesser cost to the consumer, then he should be encouraged to 
do so. When a sacrifice of quality is made in order to undersell the market, I : 
believe it is wrong to support that practice. 

Able testimony has supported the fact that so-called economy-brand cigarettes 
sacrifice quality of product in order to undersell other brands which, through 
the many years of research and development, have placed on the market the best 
product they can produce. If, and when, these economy brands can place on the 
market a product that contains raw materials of quality comparable to that found 
in the accepted standard brands, and still effect a price savings to the public, 
they should be wholeheartedly encouraged and supported. 

The second point I would like to make is that all tobacco products come under 
the category of luxuries in our economy It is my considered opinion that any 
tax relief in the immediate future should first be granted to the individual tax- 
payer, or, on the basic items in today’s economy. Until that relief is granted, I 
believe that luxury taxes of all kinds should be maintained as high as possible 
without making the taxed items prohibitive in cost to the public. 

Authoritative testimony supports the contention that major competition in the 
field of economy cig: rettes would force the prices of tobaccos toward lower levels, 
and reduce the market for the top smoking grades from which the grower now 
derives his profit. Major competition in the lower and medium grades of tobacco 
could conceivably make these tobaccos too expensive for the world export trade 
which we now enjoy, for this export business even now has difficulty in pur- 
chasing at today’s price levels, and even a minor price shift could upset the 
delecate balance of this situation. A minor price rise would price this export 
trade out and would ultimately cause a reduction in the tobacco acreage needed 
to balance supply and demand. t 

I sincerely believe that the tobacco grower, as the producer of the raw material 4 
for a luxury item, is entitled to a just profit for his efforts. More than 40 years 
work by the Department of Agriculture and thousands of other agencies has 
gone into teaching him to grow tobacco crops that give a high yield of the finer 
and costlier tobaccos. To forsake these years of research and progress by giv- | 7 
ing a preferential tax advantage that diametrically opposes improved standards ; 
of production and of product would be a grave betrayal of the American farmer 
and the consumer public. 


AMERICAN FARM BUREAU FEDERATION, 
Washington, D. C., April 6, 1958. 


Congressman DANTer A. Rerep, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington 25, D. C. 
DEAR CONGRESSMAN REED: This is to express to you the attitude of the Amert- 
can Farm Bureau Federation with regard to H. R. 1221 and H. R. 1417 dealing 
with the graduated tax on cigarettes. 
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This matter has been discussed on several ocacsions by the American Farm 
Bureau Federation and on Friday, April 3, was considered again by the 
AFBF board of directors. We oppose the pussage of H. R. 1221 and 1417. 

Tobacco producers receive a very small percentage of the cost of a pack of 
cigarettes. Such a graduated tax, as is proposed, would not benefit either the 
grower or the consumer of cigarettes, and we believe would ultimately mean less 
tax revenue. Tobacco farmers are interested in producing the highest quality 
tobacco. We believe that if a graduated tax is levied, it will result in an in- 
creased demand for lower grades of tobacco which will tend to put a premium 
on low quality. 

We respectfully request that this letter be made a part of the official hearing 
on this subject. 

Sincerely yours, 
JOHN C, LYNN, Legislative Director. 


RESOLUTION 


Whereas there are pending before the Ways and Means Committee of the 
United States House of Representatives, two bills, H. R. 1221 and H. R. 1417, 
which propose a graduated or ad valorem tax on cigarettes in lieu of the present 
uniform tax based upon quantity or volume; and 

Whereas the levy of a graduated tax on cigarettes will operate to favor or 
prefer the manufacturers of the so-called economy brands over the manufac 
turers of popular brands and thus in this field impede and restrict the full and 
complete working of our traditional American system of free, competitive en- 
terprise ; and 

Whereas less than 1 percent of the total volume of cigarette sales is rep- 
resented by the economy brands which are manufactured from the cheaper, low- 
priced tobaccos as contrasted with more than 99 percent of the total volume of 
cigarette sales represented by the standard or popular brands which are manu- 
factured from the higher quality and costlier tobaccos ; and 

Whereas tobacco being the money crop of this Blue Grass area; and 

Whereas the adoption of this proposed law will have an adverse effect on those 
who depend on their tobacco crop: Now, therefore, be it 

Resolved by this trade board, That it opposes the proposed graduated tax on 
cigarettes as being preferential and discriminatory among manufacturers of the 
same class; as a certain depressant of the price the American tobacco farmer will 
receive for his product in the market; and as a tax that will produce less 
revenue to the United States Government. 

Adopted at a stated meeting of the Paris Chamber of Commerce, February 27, 
1953. 

R. E. McConne tt, 
Attest : President, Paris Chamber of Commerce. 
[SEAL] CLAY H. SUTHERLAND, 
Executive Secretary, Paris Chamber of Commerce. 


(Thereupon, at 12:05 p. m., the hearings were concluded.) 





